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INTRODUCTION 


The life of the business corporation in theory is perpetual Man, 
on the other hand, is “born in the shadow of the grave." Certainty of his 
life span is unknown, but certainty that it is a span and not perpetuity is 
known. Man has only so many years of economic productivity in which to mike 
his financial mistakes, learn his lessons, and then to postulate and carry 
out what will hopefully be a rational approach to his future economic well- 
being. The corporation, in theory, can make its mistakes, learn its lessons, 
plan for future years, and then engage in the same cycle ad infinitun. 

From the standpoint of time, the burden of proper financial manage- 
ment is more on man and his personal finances than it is on man and corporate 
finances. 

The stock market has an understandable allure for the man who de- 
sires to funnel his productive years' income into investments promising 
future financial security. Funds invested in stocks possess liquidity (ex- 
cept, perhaps, some unlisted stocks), offer a potential for capital gain or 
dividend income, or both, permit the investor to know, almost to the pemy, 
the exact value of his investments at any time and, if the investor is suc- 
cessful, provide a hedge against inflation. But all these benefits are 
counterbalanced by the risks inherent in stock ownership. The investor may 
well find that his investments are providing a flow of funds, as he hoped, 


but in the wrong direction. 





The field of literature is not remiss in providing man with an 
abundance of printed matter designed to ease his way quickly into the 
mysteries of the stock market. The usual treatise on the stock mrket is 
largely concerned with either the mechanics of the market, methods of 
"making money" on the market, defining investor objectives, presenting in-~ 
vestment plans, discussing the principles of stock investing, or combina- 
tions of any of these. 

These approaches are roughly analogous to the man who is taught 
the formula for computing the current ratio of corporations, but has not 
been taught nor does he understand why the "things" classified as assets 
and liabilities mean different things to different concerns and are valued 
differently by different concerns. In short, he understands and has memor- 
ized the formula but he does not know what the formla means. 

Investors live in a world of words peculiar to the stock mrket and, 
although most of them understand these words and how and when to use then, 
their glibness does not bring about knowledge of how these seemingly inno- 
cent words affect them and what they do in the market. 

It is my thesis that semantics, and particularly the general se- 
mantics of Korzybski, provides a "way of thinking" about the stock market 
which is basic to success in the market. I do not believe that everyone 
who is successful in the market has consciously thought about or conscious- 
ly applied this semantic approach or that they even know what semantics 
and general semantics are; but I do believe that truly successful stock 
investors have either consciously or intuitively applied this way of 
thinking. 


“& ea ete= + ee f= 6 ieee: © Car a 
*—_? ——_ mes 0 es — 2 
i en a = ee ot & ep 





Two examples of this applied way of thinking are found in Bernard 
Baruch 's Autobiography” and G. M. Loeb's, The Battle for Investment Sur-- 
vival.“ Although neither of these highly successful investors usesthe word 
"semantics" in any of its forms or derivations, both their books indicate 
an intuitive, if not conscious, semantical approach to investing. 

It is not contended that knowledge and understanding of the seman- 
tics of the stock market will necessarily make the unsuccessful stock in- 
vestor a successful investor. If this were actually the case, the writer 
would be too busy with his investments to write this paper. However this 
approach will provide the basis for a more rational approach to the stock 
market than is otherwise possible. 

The problems of the stock investor are mmerous. From the stand- 
point of semantics, particularly general semantics, the writer contends 


that the major problems are five: 


1. Understanding the symbology of the market. 

2. Hnotional reactions to words such as speculator 
and technician. 

3. Obteining and understanding mrket information. 

kh, Recognizing the nature of forecasts and their 
limitations. 


5. Assessing success in the stock market. 





lermard M. Baruch, Baruch: My Own Story (New York: Holt, Rinehart 
and Winston, 1957). 


“Gerald M. Loeb, The Battle for Investment Survival (New York: 
Hurry House Publishers, 1953). 





It is to these five problem areas that this paper is addressed. 
The point of view is broadly that of the field of semantics but more par- 


ticularly general semantics. 





CHAPTER I 
THE SYMBOLISM OF THE STOCK MARKET 


- « « the patriotic archbishop of Cantebury, found it 
advisable __'" 


"Found what?" said the Duck. 


"Foun@ it," the Mouse replied, rather crossly: 
“of course you know what ‘it’ means.” 


"I know what ‘it' means well enough, when I find a 
thing, | said the Duck: “it's generally a frog, ora 
worm. " 


--Lewis Carroll 


What Is the Stock Market? 

The stock market is an inimitable place. It does not recognize dif- 
ferences of age, color, race, or creed. It does not care if one is an 
atheist, a left-winger, or a right-winger. Whether illiterate, a do-gooder, 
a no-gooder, a symbol of virtue or dissipation—the market will welcome all 
with open arms. The stock market, in short, personifies the democratic 
process. 

But what is the stock market? 

Dice and Eiteman, in their definitive book, The Stock Market, de- 
voted 449 pages to the stock market without defining the term "stock market" 


in their text. Their preface, however, defined the "stock market" as an 





daiice in Wonderland. 


“charles A. Dice and Wilford J. Eiteman, The Stock Market (New York: 
McGraw-Hill Book Company, Inc., 1952). 





institution that: 


> « « has been developed to make the ownership of stocks 

safer and more convenient and to put the business of invest- 
ment on a higher plane of intelligence and honesty. 

This is a strangely antiseptic definition, completely devoid of the 
dynamics of the human beings who buy and sell stocks and provide the services 
that make the "market." This definition ignores the emotions, rumors, specu- 
lation and dramatic price movements common to the buying and selling of 
stocks, and certainly is not descriptive of what the gallery visitor to the 
New York Stock Exchange observes on the floor below hin. 

But these objections to the stated definition are personal and re- 
flect the inadequacy of a definition-description to agree with one's mental 
picture of the "stock market." To the writer, the “stock market” is the 
broker, the bookkeeper, the floor trader, the specialist, the investor, Wall 
Street, the over-the-counter dealer. It is all of these things and more. 

It is the analyst, the advisory letter writer, the sophisticate who pur- 
chased eight shares of stock in 1951 and brags that he “has never lost money 
in the market." The "market" includes the rationale of the investor who 
watches the market price of his stock drop $25 a share in five months and 
consoles himself with the thought that, after all, it is a quality stock 
and besides, look at the $3.60 anmal dividend it pays. 

Although this mental concept of the “stock market” may be adequate 
for the writer's purposes, it may not be so for others. Perhaps to the 
janitor the "stock market" represents the littered trading floor of the New 
York Stock Exchange; to the broker's bookkeeper it is "that place" where, if 





Sypia., Pp. Vo 





the volume of trading gets too high, "they" make him stay after five o'clock 
to close out the accounts; to the lithograpner it is that place where new 
issues of stock mean new business printing stock certificates. 

To Bernard Baruch, the "stock market” takes the form of a "total 
barometer for our civilization" as the prices of stocks "are affected by 
literally anything and everything that happens in our world. nt Jacob Kamm 
looks upon the "stock market" as some form of an All-American hobby shop: 

Every American ought to take advantage of this oppor- 

tunit; of stock ownership. It can be not only a pleasant 
experience but also a profitable hobby.? 
But to G. M. Loeb the "stock market" mst be an arena, as inferred from 
the title of his book, The Battle For Investment Survival. 

Who is right? And by what standard do we determine “right”? ‘The 
use of a dictionary to settle our problem is of limited value because the 
writing of a dictionary 

- « « is nota task of setting up authoritative state- 

ments about the "true meanings" of words, but a tisk of re- 


cording, to the best of one's ability, what various words 
hsve meant to the authors in the distant or immediate past, 


The writer of a dictionary is a historian, not a lawgiver. 


We cannot find the "stock market" to photograph it, or to point to it, in 
the hope of identifying it to the degree that we can say what it "is." 





‘iertvets, p- 8h. 


Jacob 0. Kamm, Profits in the Stock Market (New York: ‘he 
World Publishing Company, 1952), p- 150. 


Osenme? i. Hayakawa, e in Th t and Action (New York: 


Harcourt, Brace and Company, 1949), p. 55. 
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At this point in our search for a definition of the "stock market", 
however, we can identify three "things": 

1. The term "stock market." 

2. The undefined reality of what the "stock market” is. 

3. The mental concept of what the term “stock market" 

means to various individuals. 
We can also define the relationship that exists between these three "things": 
The “stock market" is a term which stands for, or repre- 
sents, the mental concepts of what each user of the term con- 
celves the reality of the "stock market" to be. 

Tous, the term “stock market''is a symbol. It is a symbol of reality 
as that reality appears to each user of the term "stock market." ! 

The words "stock market” mean nothing by themselves; only at such a 
time as when they are used together do they stand for anything; only et that 
time do they have needing.” And the only meaning the symbol “stock market" 
can have is the meaning attached to it by the mind of the user.” Therefore, 
the only direct relationship that exists between symbol, mental concept, and 
reality, is that between symbol and mental concept—for symbols provide the 


means for commnicating thoughts about reality ana not reality itserr.?° 





‘alfred Korzybski, Science and Sanity (34 ed.; Lakeville, Com: 
The International Non-Aristotelian Library Publishing Company, 1948), pp. 
76-84; also see Hayakawa, pp. 24-28. 


Snaries K. Ogden and I. A. Richards, The of (8th 
ed.; New York: Harcourt, Brace and Company, 1 » Pp. 9-10. 


APrank Nesbit, language, Mesming and Reality (Nev York: Exposition 
Press, Inc., 1955), p. 165. 


10oeden and Richards, p. 9. 
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Each individual using a symbol is uniquely free "to mamfacture and 
manipulate and assign values" to the symbol as he pleases.‘ Whether or not 
the values assigned to the symbol "stock market” are adequate depenis solely 
upon the purpose for which the symbol "stock market" is used and not on the 
intrinsic worth of the "values” themselves. ‘Thus, if the Stock Exchange 
janitor's view that the "stock market" is "the littered floor of the New York 
Stock Exchange" is adequate for his purposes, then his meaning assigned to 
the symbol "stock market" is as valid as that assigned by Baruch./ 

Thus, all the different meanings of "stock market" as discussed are 
correct to the degree that they adequately reflect the individual's concept 
of reality. But conflict between different meanings and the individuals us- 
ing these meanings is inevitable when the symbol is identified as the thing 
symbolized. In other words, when individuals fail to recognize the symbolic 
process, when they think that their meaning is the only "correct" meaning, the 
resultant can range from semantic arguments to war. 

We can never know all there is to know about any "reality," that is, 
it is impossible to know everything about anything .*° Therefore, if all the 
different meanings of the “stock market" were added together, we would still 
know only a fraction of the total of the reality of the "stock market." In 


short, we can never fully define "stock market.” If man contends that he 





Dayakawa, pe 25. 


12 harles W. Morris, Signs, Language, and Behavior (New York: George 
Braziller, Inc., 1955), p. 93. 


Aaeassius J. Keyser, Mole Philosophy and Other Essays (New York: 5. P. 
Dutton & Co., 1927), p. 132; H. A. Overstreet, The Mature Mind (New York: 
W. W. Norton and Company, Inc., 1949), p. 46; Sidney Ratner, "Presupposition 
and Objectivity in History,” Philoso of Science, October, 1940, p. 504; and 
George Santayana, Obiter Scripta (New York: Charles Scribner's Sons, 1936), 
ed. Justus Buchler and Benjamin Schwartz, p. 132. 


Cre———| ee S&S) eerie. « ————s & ¢ 

om eee es oi « —— —_~eo ie me mom 
CC — a ¢ i cae —_ << er fe 
Ge ete «§ “Cuneta ime «§ 6 eae an 
Q—E eee! elle — «owen 

ne ad ee ert res fet mr ce oe Oe 
Ot en i ee ie 
i es 


ee ee mee a et 





ee ee ee 


a oe a . ae | 


a 7 


’ <i a Ts 


—— —— 





LO 


bas fully defined "stock market," or any other term, then, according to 
Kayser: 
« « « @ither he is a performer of logical miracles or 

he is an ass; and, as you know, logical miracles are 

isposnibie. 24 
Even if we assume that man can perform logical miracles, that which we did 
know at any one moment of time would not be the same at the next moment be- 
cause reality would have changed and our "dated" description of reality 
would no longer be accurate. Heraclitus, the Greek, contended that it was 
impossible to step in the same river twice. In the same way of thinking, 
it is impossible to say what the "stock market” is, as it is not the static 


Object inferred from Dice and Eiteman's definition, but rather it is a 


dynamic process. 


The Investor and the Symbol 

To the investor, what merit is there in knowing that the "stock 
market" is a symbol? Perhaps of greatest importance is the realization that 
in using the symbol, or any other of the symbols of the stock mrket, we are 
not talking about reality. This knowledge permits the investor to assess 
statements about the stock market as generalizations and as unreal, imper- 
fect statements. For example, when a market commentator [imaginary] says: 
"The stock market staged an advance accompanied by heavy volume,” we know 
that some stocks dropped in price, some stocks were not traded that period, 
and the trading volume on some stocks probably decreased. We know that what 
the commentator was actually saying was something like this: 





a Soe J. Keyser, Mathematical Philosophy (New York: E. P. 
Dutton, 1922), p. 152. 
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One or more of the 30 stocks comprising the Dow-Jones Indus- 
trial Average advanced sufficiently in price to offset the market 
price movement of the remaining stocks comprising this Index so 
the net result was a higher Dow-Jones Iniustrial Average than for 
the previous day. Coincidentally, the volume of the day's trading 
in all of the stocks listed om the Hew York Stock Exchange was 
heavy in the sense that the mmber of shares traded was greater 
than the musber of sheres traded on the previous day. 


With this look at reality, we would not be surprised or confused to 
note that the Standard & Poor's Injex dropped, that only ome of the 30 stocks 
used in the Dow-Jones Industrial Average advanced, that the other 29 stocks 
in this Inilex closed at or below their previous closing price, and that the 
increase in trading volume vas due to incressed activity in stocks other 
than those included in the Dow-Jones Industrials. We also know thet nothing 
has been said about the stocks traded on the other 16 stock exchanges in the 
United Stetes, the stocks treded on the over-the-counter market, or stocks 
traded on the foreign exchenges. a ort, OO let Ort ends Um siden @ 
confusing the commentetor's symbol with the “thing” syntbolized. 

We further know that the symbol “stock mrket" is not what we buy 
when we buy stock. ‘The syvibol “stock market" as represented by the averages 
or Indexes my go up, down, or hold relatively steady. But our stock, which 
ig not the symbol, may either move comtrary to the “market,” with the 
"“werket," or not move at all. 


The Abstraction of the Stock Market 
In symbolization there is a relationship between (1) the mini, 
which we have already discovered attaches meaning to that which acts as a 
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symbol; (2) the symbol itself; and, (3) the process, thing, or object, 
called "reality" or referent, meant by the symbol.? 

Thus far the "stock market," as a symbol, has been "lifted out” of 
the total complex of our social structure and considered as an entity inde- 
pendent of other social activity. In actuality, the referent, “stock 
market," is but one aspect of social activity and camnot exist as a separate 
entity but only as an interrelated and interconnected part of the whole of 
society. But, if we are to avoid hopeless confusion, we find this “lifting 
out," or abstracting, of the "stock market” from the whole of its environ- 
ment is a necessity. Although it is the nature of our thinking process, ani 
a function of symbolization, to abstract a part from the whole, what we mst 
recognize, as previously pointed out, is that the symbol is not that which 
ig symbolizea.1° 

Each individual user of the symbol "stock market” ascribes certain 
characteristics of his knowledge of the reality of the “stock market” to 
the symbol "stock market." The characteristics that are ascribed by some 
process of "knowing," "feeling," or “interest,” etc., are those which are 
useful or meaningful to the individual; they do not, and cannot, include all 
of the characteristics of the reality of the "stock market.""! me symbol, 
“stock market," is recognized as an abstraction, and as such it is not the 
"thing in itself” but "an interaction between our nervous systems .. . and 
something outside them. 0B 

This act of abstracting is an indispensable convenience for com- 


minicating. If we were required to commmnicate on the basis of specific 





1) Nesbit, p. 165. 


isa., ps 102. 


lTxorgypski, p. klk. 
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meanings rather than on the besis of general terms [symbols] at higher 
levels of abstraction, om everyday world would become too complicated, 
verbally, to permit other than the accomplishment of the most rudimentary 
processes. 

The freedom we have t© abstract our symbol. contexts in a manner mst 
meaningful to us is the same freedom others possess to abstract their om 
meaningful symbol contexts. Each individual, then, tmilds his own framework 
of reference which has an existence apart from the frameworks of other 
persons. When we commnicate, we share our frameworks of reference. Put we 
should feel some constraint in cur caommnication process when ve realize the 
differences that exist between our individual frameworks of refereme. For 
"there are as many different symbol contexts as there are different persons 
in the world... wl? 

This failure to recognize that each individual hes his own framework 
of reference leads to difficulty and, in some cases, to highly emotional re- 
actions to symbols. It is perfectly normal for humans to conclude, upon 
reading or hearing a communication, that the speaker or writer is referring 
to what they would be referring to if the positdons were reversed. But 
this conclusion is rarely justified, as no two individuals have identical 
experiences in life from which to build their contexts. 

The words "speculetor” and “investor" provide us with perfect 





of confusion between different frameworks of reference and the emtioml re~- 
action resulting from this comfusion, which is the subject of chapter Ii. 








od 1Jaugh R. Walpole, Sewmuties (New York: Norton & Co., Ine., 1941), 
De . 


=“ ocaen and Richards, p. 15. 


(ie ££ ER mh ————: —_ =e on oe! 
~~ hn Hh mio mmm’: —, 


i Ai hall an mmc 


; 


: i 


ee ee PG a) ee es + 
ew ae eee 6 a oo 

— 

—— A) i «§ —<+ 
i ——— 
ooo + eee ——, — —— 

” 

ms 


} 


— 





CHAPTER II 
INVESTOR AND SPECULATOR 


When as a young and unknown man I started to be success- 
ful, I was referred to as a gambler. My operations increased 
in scope and volume. Then I was known as a speculator. The 
sphere of my activities contimed to expand and presently I 
was known as a banker. Actually I had been doing the same 
thing all the time.t 


--Sir Ernest Cassell 


The word “investor” was used in chapter I in its broad, all-inclusive 
sense. That is, an investor is one who makes investments. To define 
"investor," then, we mst first have an acceptable definition of 
"investment." 

To Clendenin, an investment "is any asset or property right acquired 
or held for the purpose of conserving capital or earning an income. ne 
Dowrie and Fuller were more optimistic in their definition of an investment 
in that they were not concerned with the minimum aim of preserving capital. 
To them an investment "may be defined broadly as the employment of capital 
with the aim of producing a gain in the shape of income or appreciation in 


value or both. . wns A synthesis of these two definitions would be: 


1attributed to Sir Ernest Cassell, the private banker to King Eaward 
VII; quoted from Baruch, p. 247. 


© John C. Clendenin, Introduction to Investments (3d ed.; New York: 
MeGrew-Hill Book Company, Inc., 1 > Pe 2. 


George W. Dowrie and Douglas R. Fuller, Investments (2d ed.; 
New York: John Wiley & Sons, Inc., 1950), p. 34. 


Lh 
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1) 


An investment is the employment of capital for the purpose 
of preserving capital, earning an income, or gaining capital 


appreciation. 


It is the writer's opinion that the act of preserving one's capital is quite 
an accomplishment, in periods of dollar depreciation, and, therefore worthy 
of being included as an aim in an investment progran. 

With this definition of investments, the investor has a wide range 
of opportunities for employment of his capital. Savings accounts, life 


smovamet” real estate, business equities,” 


corporate stocks, bonds, 
mortgages, etc., are all investments within the meaning of the definition. 
However, when the word "investor" is applied exclusively to the pur- 
chase and sale of stocks, it is common to find that "investor" assumes a 
connotation different from that of "investor" in the broad, generic sense. 
This change in sense or meaning, according to the use of the word, is a 
common event in the English language. The normality of such a change is 
well stated by Welby: "There is, strictly speaking, no such thing as the 
sense of a word, but only the sense in which it is used."° 
When an individual, seeking an opportunity for capital investment, 
enters the world of the stock market, he finds that he cannot be ‘just” an 
investor in the general sense of the word. He mist classify himself or be 
classified as either an investor or a speculator. He cannot be both, nor 


can he be in-between. He is enjoined to clearly draw a line between being 





* poesia Tag term insurance. 


Proprietorships and partnerships. 
Oy. Welby, What is Meaning? (London: Macmillan & Co., 1903), p. 5. 
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an investor or a spéeinetor. | On the one hand he is told that the only safe 
approach to stock investing is that of the epetuanuee;” while on the other 
hand he is told that "extensive speculation is not profitable."” As the in- 
dividual reads more of the literature, he finds sources stating that only 
investors invest in investments and that there is something good and sound 
about this type of individual and his method of operations in the stock 
wrckev.’° In contrast, the speculator speculates in speculations and this 
connotes a parasitical activity which is morally wrong. 

Why is it that an individual must be either an investor or a specu- 
lator, and why is the investor "good" and the speculator "bad"? To answer 
the former, the clock will have to be turned back 23 centuries; for the 
latter, we shall have to invade the world of the "pooh-poohians." 

in spite of the dangers of definition, what differentiates the in- 
vestor from the speculator’? Since a speculator engages in making specula- 
tions and an investor in making investments, the point of differentiation 
must be that between speculation and investment. A succinct expression of 
this difference was given by Dowrie and Fuller in Investments: 

In popular usage, the extent to which a security operation 

is held to be a speculation and not an investment depends pri- 


marily on the degree of risk which is believed to have been 
assumed . . e« -« 





Troger Bridwell, “Investor or Speculator? Line Between the Two Must 
Be Clearly Drawn," Barron's, ned., 1953. 


Seep, ppe 18-21 

Aclendenin, p- 3- 

10 ewis D. Gilbert, Dividends and Democracy (Iarchmont, New York: 
American Research Council, 1956), p. 7é. 

Upowrie and Fuller, p. 9. 
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17 
By restricting the definition to popular usage, a speculator can 


be said to be one who kKnowlingly assumes a high degree of risk in his 


selection of stock, while an investor is one who selects stock on the basis 


my . 


myers 


of assuming minimm risk. 


The Either-Or Dichotomy 
Some 2300 years ago, Aristotle advanced what to him were the three 
basic laws of thought of the people of his time. These were the laws of iden- 
tity, of the excluded middle, and of non-contradiction. Expressed in other 


terms, his laws can be stated as: 


A is A. 
Everything mist be A or non-A. 


Nothing can be both A and non-A. 


These generalizations of Aristotle were accepted by his followers as 
laws of nature and, as such, not subject to revision. In short, his laws 
were taken as Truth in an A is A semse. Since they were Truth, any modifi- 
cations of these laws would be non-Truths. Consequently, these laws were 
contimued by the time-binding greeses> Of man as a system of doctrine and 
as a social structure. This Aristotelian system and social structure foster 
ed a two-valued structure of orientation, i.e., an either-or dichotony. 
Something is either true or false, right or wrong, black or white; there is 


no in-between, no shade of gay As John Dewey put it: 





1 
Stmhe process of passing thought, information, and knowledge from one 
generation to another. See Alfred Korzybski, Manhood of Humanity (New York: 
E. P. Dutton & Company, 1921), pp. 59-60. 


Mendell Johnson, People in Quandries (New York: Harper & Brothers, 


1946), pp. 6-10. 
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Mankind likes to think in terms of extreme opposites. It 
is given to formating its beliefs in terms of Either-Ors ¢ 
between which it recognizes no intermediate possibilities. 2 


Not only is the two-valued structure of our thinking process firmly 
rooted in our culture, but our acceptance and contimied use of this way of 
thinking is further strengthened by what Harry and Bonaro Overstreet stated 


is our "tendency to oversimplify problems and to demand that others over- 


simplify them. n6 Oversimplification, according to the Overstreets, expresse 


itself, 


- « » aS @ kind of debate-minded tendency to think of prob- 
lems as two-sided rather than many~-sided, so that we ask people 
to choose sides rather than explore possibilities; .... 


The Aristotelian either-or dichotomy produces the following "laws" 


when applied to the investor-speculator in the stock market: 


law of identity; 
A speculator is a speculator. 


or 
An investor is an investor. 
Law of the excluded middle: 


All buyers and sellers of stock must be 
either a speculator or an investor. 


Law of non-contradiction: 
No buyer and seller of stock can be both 
@ speculator amd an investor. 





1) John Dewey, Experience and Education (New York: ‘The Macmilien 
Company, 1938), p. l. 


parry and Bonaro Overstreet, The Mind Alive (New York: W. W. 


Norton & Company, Inc., 1954), p. 213. 
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Should the proper approach to stock market operations be two-valued in 
keeping with these laws, we suffer no disillusionment with our cultural 
background in that we do not have to invalidate the ancient laws of 
Aristotle, nor do we have to cease in our application of the simplest two- 
sided approach to our investment problems. But if the approach to investing 
(in its general sense) is many-sided then we mist discard the structure of 
the Aristotelian system and redirect our approach to the investment prob- 
lem from that of the oversimplified two-sided approach to the complex 
approach of including the "excluded middle.” Not to do so would make our 
approach to the stock market hopeless, because "we cannot hope to grasp a 
miltivalued event with a two-valued tool. va 
This discussion logicelly leads us to consider some objections to 
the either-or dichotomy of the Aristotelian system. But before departing 
this section, we must ackmowledge that the division of general investors 
into the either-or world of investor-speculator has its roots firmly in- 
bedded in our cultural background; it did not "just happen." We mst also 
recognize that acceptance of this two-sided orientation has been further 


enhanced, as pointed out by the Overstreets, by our tendency to oversimplify. 


The Non-Aristotelian Approach 
Irving Lee emphatically dismissed the either-or dichotomy of 
Aristotle with his statement that the "two-valued orientation is obviously 
not similar structurally to the world of objects, happenings, people, feel- 


ings, ete."?? The founder of the non-Aristotelian system of general 





eT Chase, Power of Words (New York: Harcourt, Brace and 
Company, 1954), p. 190. 


Wi rving J. Lee, aes Habits in Human Affairs (New York: 
Harper & Brothers, 1941), p. 108. 
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semantics, Alfred Koraybski, pointed out that the “facts of experience” are 
infinitely malti-valued.—° These thoughts of Lee and Korzybeki are difficult 
to accept, initially, because they violate the usual way of thinking—we dis- 
like to have a concept, recognized for some 2300 years, challenged. 

In arguing against the non-Aristotelian approach of Lee and 
Korazybski, we can use as our basis the everyday observation that people are 
either male or female. On clos@# examimtion, however, we find that even this 
apparently safe dichotomy is not true to nature. Kenneth Keyes illustrated 
the fellaciousness of this two-sided approach by pointing out that the femle 
hes glands that produce male hormones ami excrete 70 percent as may mle 
hormones eas the male; that the male has glanis that produce female hormones 
ami excrete 40 percent as muy female hormones as the female. In the ab 
normal realm of nature, Keyes pointed out that there are about fifty recorded 
cases of true hermaphrodites.— But no medical or chemical proof is renliy 
necded that many of the characteristics of one sex are foun in the other. 
Barly in life we recognize the shades of gray between the either-or extremes 
by classifying some boys es "sissies" and sewe girls as “tomboys.” 

Certainly there are some real life facts that are either-or; but not 
to the extent that careless thinking would lead us to believe. Careful 
thinking will open meny possibilities of including the middle where it kas 
previcusly been excluded. Thie is particularly evident when we consider a 
class of "things." In examining a class, we should bear in mind the fact 
that a class is comprised of milti-valued items; each item differs from the 


other ina matter of iw." 





hor examples, see Korzybski, Sclence and Sanity. p. 561. 


Zenneth S. Keyes, Jr., How to Develop Your Abilit 
(New York: McGraw-Hill. Book Company, Ine., 1950), pp. ee 


4 See Eee Pp. 55~ Pe. 


— —=—Ee he ee ee te —_——_ <—<- <—— 


SS eee s,. 
2 (Quah @“.u*es @=—- ——_ ..—.\— «aed 
ee ee 

en? ee eee « eee es 
a et ae 


ee oe) pep 











21 


But let us return to our process of abstracting previously dis- 
cussed in chapter I as a way of examining the mitivalued approach toa 
class. When we classify "things" we abstract characteristics that are 


23 For exemple, we 


similar and ignore characteristics that are different. 
classify certain animals according to common characteristics and label the 
Class “dog.” But all of the characteristics of the Chihuahua, for example, 
are not the same as all of the characteristics of the St. Bernard; yet both 
are dogs. Further, in the class of St. Bernards, no particular St. Bernard 
has all of the characteristics of any other particular St. Bermard. Con- 
timing, a specific St. Bernard, at birth, does not possess all of the 
characteristics of the same St. Bernard at five years of age. Thus, there 
are variations between the items within a class and variations within a 
specific item according to time. 

To keep this multivalued, non-Aristotelian concept in mind as an 
aid to clear thinking, Korzybski recommends using certain working devices 


4 "Index" numbers are used to 


which he calls Indexes, Dates, and Bte.” 
separate specifics from generalizations; they allocate a characteristic to 
an individual rather than to a class containing the individual. “Dates” in- 
dicate a change of characteristic with passage of time. 

The Korzybskian Index-approach to our general class of investors 
with respect to their willingness to accept risk would be something like 
this: Individuals within the total class of stock investors possess varying 


degrees of willingness to assume risk. Therefore, one cannot say that ail 


“Ssee chapter I. 

o eeenyviek, Science and Sanity, pp. xx«xiii-xxxv; these pages give an 
introductory treatment of Korzybski's three working devices: Indexes, 
Dates, and Etc. (The device of Etc. will not be discussed.) 
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investors take unusual risk, nor that all strive for minimum risk; nor 
would it be proper to say that ail investors can be grouped into either 
extreme, for one extreme shades imperceptibly into the other. To indicate 
this differentiation between investor characteristics, Index numbers will 
now be assigned to the word "investor" when speaking of a particular in- 


vestor. Thus, investor, le a specific investor, within the total group 


i 
of investors, with his own specific characteristics which are different, 


to some degree, from all other investors. Investor,, then, is not the 


1? 
seme as investor,. If all investors were arrayed in descending order ac- 
cording to the degree to which they were willing to accept risk in their 
investments, they would range from No. 1 to No. 15,000,000 (based on an 
estimate of 15,000,000 stock market investors at the close of 1961) .°? 
Investor, would be at the extreme of "willingness to assume risk" end of 
the array; TIMESLOT ogg), 080 would be at the other extreme end of the 
array, 1.e., complete unwillingness to assume risk. With the Index number 
concept in mind, the absurdity of saying that “stock investors are specu- 
lating to an excessive degree’ is readily apparent. This statement may 
well be true of investor, and those investors arrayed in proximity to hin, 
but it would be manifestly untrue of impeahotn stave and the investors 
in proximity to him. It would be equally absurd to say that all investors 
are either speculators or investors. Leste sHRl COO and a few million 
other investors would probably object to such an arbitrary classification. 


There are times, however, when the entire class of investors must 


or should be referred to collectively. Since reference will be made to the 





e Merrill Lynch, Plerce, Fenner & Smith, Inc., Aunuval Keport: 1961, 
(1962), p. 2. 
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general class and not to a particular investor or group of investors within 
the total class, the Index "n" will be used to indicate all investors. 


Investor includes Investor,, investor, investor 


2’ ~~ = © 000 , 000° 
Obviously, the assigning of Index munbers is a mental process. This 


investor's. ; 


process has great use in making sense out of the vague generalities which all 
too often are associated with the stock market. An excellent example is 
found in the following statement made by Joseph Livingston before the Senate 


Committee on Banking and Currency: 


People are no longer tuying for income alone, but for 
capital apres tiom, They are not investors; they are 
speculators . 


In terms of Index mmbers, Mr. Livingston said: People. are no longer... . 
However » the reader must decode this meaningless statement by changing the 


generalization of Mr. Livingston to the more accurate: People. ome 2Te n0 


Longer... . Perhaps people was a majority of people, ; but assuredly 


some 
people. ne was not people : 

The non-Aristotelian continues his rebellion by recognizing that the 
characteristics of an individual are never at rest but change with the pas- 
sege of a As Mex Born said, “It is odd to think that there is a word 
for something which, strictly speaking, does not exist, namely “rest. ""! 


Therefore, not only is ceils not investor, nor investor with respect to 


a 


his speculative approach to the market, but investor, of 1929 was not neces- 


sarily investor, of 1933. ‘In other words, the degree of willingness of our 





26y.s., Congress, Senate, Committee on Panking and Currency, Stock 


Market S ; Report No. 376, S4th Cong., 1st Sess., May 26, 1955, p. 4. 


Tax Born, The Restless Universe (New York: Harper & Brothers, 
1936), p. 1. 
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extreme risk-taker, investor, ; 


same as his degree of willingness to assume risk in 1933. We mst "date" 


to assume risk in 1929 was probably not the 


this same investor to denote his change in a particular characteristic: 
Investor, 909 is not the same as wensmmecages¥-" -h 

To summarize indexing and dating: When we speak of investors.» we 
do not fail into the semantic trap of confusing investor, with ie A 
nor do we make the error of saying that TRVOSTOYs O55 is suffering from the 
same speculative mania as LnVEB TOT, o50° 

The practical advantage to the investor with the non-Aristotelian 
viewpoint is the flexibility of his approach to the risks of the stock 
market. He recognizes that economic conditions, stock market conditions, 
investor, emotions, etc., are dynamic and are constantly renging from one 
extreme to another. Within the limits of his attributes, being free from 
the constraints of the Aristotelian dichotomy, he is able to shift his in- 
vestment philosophy from conservative to speculative by using all or any of 
the in-between shades of gray rather than jumping erratically from one 
extreme to another. With rare exceptions, he holds both speculative and 
conservative stocks, in varying proportions according to “the times." But 


he is never a rigidly “pure" speculator or a "pure" conservative. 


Why Speculaters Are Bad 
In Semantics, Walpole described the "pooh-pooh” and "bow-wow” 
theories of speech origin which were advanced toward the middie of the i9th 
ey The "pooh~-pooh” school of thought held that man's first speech 
consisted of words which were musical accompaniments to man's feelings. 


OS rere 


Walpole, chapter 2, pp. 38-62. 
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According to Walpole: 


When one has a feeling of disgust or contempt one is apt, 
to take Darwin's example, “to blow out of the mouth or nos- 
trils, and this produces sounds iike pooh or pish.” So these 
words would be the names of feelings or emotions, ami such 
feelings would have labels that fitted very well for the good 
reason that feeling and label both came from the same physio- 
logical source.©9 

The “bow-wow" theorists maintained, for example, that man heard a 
dog barking and, in imitation, barked himself. This bark of man became a 
word which to early man meant “bark" or perhaps "dog" or, more likely, 
either or both. 

During this period of time, cf course, there were many other 
theories of speech origin. The two herein described were singled out by 
Walpole as illustrating two different motives for using language. ‘The 
"“pow-wowian" talks about something which exists; the "pooh-poohian” ex- 
presses his own feelings. Disregarding the validity of either of these two 
theories, Walpole pointed out that they provide examples of two different 
functions of language. He refers to these two functions as referential, 
which is "bow-wow," and emotive, which is "pooh-pooh.”" According to 
Walpole: 

Referential language refers to objects or actions or situa- 

tions which can be pointed to or described, ani statements which 
may be verified or disproved by the other fellow. HEnotive ian- 


guage expresses the speaker's feelings, and aims at stirring 
those of the hearer... . 





“I To1d., ps 39. 
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Thus, if a comamnication transmitter wants to evoke a pleasurable 
feeling or emotion, or desires to indicate approval of an event or thing, 
he will use "good" words. For the opposite effect he will use "bad” words. 


As an example, consider some of the emotive words used during a labor strike: 


"Good" word: "Loyal" (employee) 
"Bad" word: "Scab" 

Company approval of the employee who remains on the job during a 
strike is implied by referring to him as a "loyal employee." As to members 
of the labor union out on strike, disapproval of the same employee is indi- 
cated by the emotional reference to "that scap. "> 

Both the “good” and the "bad" words applied to the nonstriking en- 
ployee were evaluated as such because of the context of the situation within 
which they were used. ‘In some instances, however, emotional reaction to a 
word becomes so strong that the word is "good" or "bad” without regard to 
its context. A striking example of this was given by Stuart Chase when he 
related the following case: 

A superpatriotic organization proposed in 1953 to exclude 

the phrase "little red schoolhouse" from discussions of 
American education. The word "red" ignited the superpatriots, 
who gave it a quite irrelevant political meaning. 

To this unnamed organization, the symbol "red" was bad, regardless of 


context. 





3l4114am Exton, Jr., "Semmtics of Employee Relations,” Effective 
Communication on the Job, ed. M. Joseph Dooker (New York: American Manage- 


ment Association, 1956) » P- JO. 


“chase, pp. 166-167. 





ee 
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Even more pathological is the emotional response to a single word— 
a word standing without context. So strong is the tendency in our culture to 
react to emotive language that "practically anyone... reacts more or less 
profoundly to isolated words "99 The communication receiver does not need 
the context of a "pooh-pooh" word; so strong is his reaction that he can 
evaluate and react emotionally to the word as it stands by itself: 

Psychologists have developed an instrument which they call 

a psychogalvanometer, and they use it to record changes in elec- 
trical skin potential. Records taken by this instrument show 
thet it is very common, even for so-called educated people, to 
undergo changes in electrical skin potential in response to 
hearing or _ isolated words such as mother, blood, love, 
biue, etc.- 

Given the emotional reaction to certain words, how does a word be- 
come "bad" or "good"? One can hypothesize that word reactions are largely 
the results of an individual's inherited semantic environment and his rela- 
tionships or experiences with "things." Inherited semantic environment 
means that a word may be “bad” because “authority” says it is bad ani not be- 
cause the individual has had experience with that which is supposed to be 
"bad." 

Initially, the child inherits the evaluative orthodoxy of his 
parents. As the Overstreets pointed out, adults with their fixed “mental 
and emotional lodging within religious, political, and economical ortho- 
doxies ... " stifle the curiosity and wonder of their children by pushing 
them into the same fixed lcyalties of their parents .>° Certain "things" not 





33 johnson, p. 261. 
PH oota. 


sHerry and Bonaro Overstreet, pp. 212-213. 
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yet experienced, the child learns to identify as being bad; others, as being 
good. And the child soon recognizes, as Lee put it, "that words go with or 
reflect attitudes or feelings. n36 The child sees a dog for the first time; 
the mother, who was once bitten by a dog, says, "Dog -- Bad!" ‘The child, 
old enough to have learned what "bad" means, now recognizes its synonym 
"dog." Unless by experience the child learns that the characteristics of dog, 
that bit his mother cre not the characteristics of dog? the naturel resvit 
would be the child's yelling, "You dog!” at someone or some thing to indicate 
his disapproval of him or it. ‘The child, in short, is reacting to the symbol 
and not the thing symbolized. 
An interesting exauple of how experience (an provoke emotional re- 
actions to words, to the point of adopting the “ostrich sticking his head in 
the ground" approach, was given by John Galbraith. In discussing the busi- 
ness cycle, Galbraith pointed out that the word "crisis" was normally ex- 
ployed in the last century to indicate "bad times.” But, as Galbraith further 
pointed out, the word became "bad" and caused the following word changes: 
With time, however, this [crisis] acquired the connotation 
of the misfortune it described. And Marx's reference to the | 
"capitalistic crisis" gave the word an ominous sound. The word | 
panic, which was a partial synonym a half century ago was no | 
more reassuring. As a result, the word depression was gradually 
brought into use. This had a softer tone; it implied a ylelding 
of the fabric of business activity and not a crashing fall. Dur- 
ing the Great Depression the word depression acquired from the 
event it described an even more unsatisfactory connotation. 
Therefore the word recession was substituted to connote an un- 
fearsome fall in business activity. But this term eventually ac- 
quired a foreboding quality and the recession of 1953-54 was 


widely characterized as a rolling readjustment. Should we have a 37 
really serious rolling readjustment this phrase would become taboo. 





36+ ying J. Lee, How to Talk with People (New York: Harper & 
Brothers, 1952), p. 95. 


31 yonn K. Galbraith, The Affluent Society (Boston: Houghton Mifflin 
Company, 1958), pp. 44-45. 
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To this quotation my also be added: “Little in language is 
rational... se 

Is "speculator™ a bad word? ‘The following sample statements are 
offered in answer to the question: 


Modern usage has made the term "speculator" a synonym 
for gambler and plunger. 99 


There is... @& =" of moral opprobrium popularly 
linked with speculation.*° 


Speculators are naive persons who hope to use the secur- 
ity markets as a means of getting rich with little effort. ‘. 


[Speaking of speculators | Living by one's wits is always 
somewhat contemptible. zs 


Speculation permits the stockholder to evade respon- 
sibility.4+3 
Undoubtedly, the word "“speculator" in the context of the stock 
market has acquired the connotation of “bad" in some such similar manner, 
as have "crisis," “panic,” "depression," and “recession” in the context of 


business cycles. No supposition in explanation of how "speculator" 





Beeorge Santayana, Dominations and Powers (New York: Charles 
Scribner's Sons, 1951), p. 141. 


375aruch, p. 105. 
On wrie and Fuller, p. 9. 


"sison E. Wright, Forecasting for Profit (New York: John Wiley 
and Sons, Inc., 1947), p. 122. 


TO reuse L. B. Angas, Investment for Appreciation (New York: 
Somerset Publishing Co., 1936), p. 12. 


435, G. Hodgson, Wall Street: Asset or Liabili (New York: 
The H. W. Wilson Company, 1934), p. 19. 
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originally assumed the label of "bad" is advanced by the writer but an in- 
dication can be obtained from the "Tulipmania" ani the "Bubbles" of 

Charles Mackay, who wrote an extensively detailed book on the delusions and 
madness of crowds which gives an insight into the possible reason why the 
word “speculator" is a "bed” wna! In his book, Mackay chronicled the 
"Tulipmania” of the Dutch which began in 1634. Both the "South Sea Bubble" 
of the English and the "Mississippi Bubble" of the French occurred in the 
early 1700's. In all three cases, the predominant impression vas that of 
the force and extent of the crowd madness behind each of these crazes; each 
mania asserted itself as though an entire uation had been gripped ina 
hysteria of gambling. 

The degree of the hysteria can be typified by the following state- 
ment by Mackay regarding the South Sea Bubble in which he lists the fantas- 
tic purposes of several joint-stock companies founded in 1720, in England, 
which were selling stock to the "people." 

o « « but the most absurd and preposterous of all, and which 
showed, more completely than any other, the utter midness of the 
people, was one started by an unknown advemturer, entitled "a 
company for carrying gehen of great advantage, but 
nobody to know what it is. 

Each of these manias, of course, spent itself, amd in the wake of 
each remained broken pocketbooks. As the suddenly rich became the suddenly 
poor, the force and energy of the crowds were shifted from desperate gambling 
to rage against the govermment and the "speculators" who provided better 





yd 


Charles Mackay, Memoirs of Extraordi Po Delusions and the 
Madness of Crowds (24 ed.; London: Office o Natio us 
Library, 1852) ‘ 


‘Saoia., p. 53. 


eaoWwimneew + ees = i) a 1) 
- oe of ke See . * = © ee & cD 
le ee 
ee Oe) how + ae ape + ee eS —— « OP 
@wiee ww 46 eke me 
—— 6 ees oe ‘Geegee ) eae’ ae 
8 ee eee ae EE ceo” ee et al ee 
re Os at ms ae 
20 ee et ee ae mat ee ' 
om ee ee Sw —— ——. me, cog 7 


ant. 4 “a - a 
NS OP OED «ee 










































i sap 
_—o -~ 
i 


31. 


targets for the crowd's anger then the members of the crowd individually. 
While "everyone" was getting rich, everyone was a speculator and saw nothing 
wrong in speculation or speculators. But when “everyone” became poor, they 
were no longer speculators but "hoodwinked innocents." In the aftermth of 
each mania, the word “speculator" was assigned to those who, in the eyes of 
the crowd, had caused the menia and had remained rich at the expense of the 
crowd. 

At the end of each mania, is there any wonder that speculators were 
bad"? 

Hag. Mackay lived in our times, he probably would have included a 
chapter in his book titled, “The U. &. Stock Mania of 1927-1929." Here, 
again, can be seen evidence of the same delusions of the crowd as previously 
recorded by Mackay. And the aftermath of the 1929 stock market crash pro- 
duced the same transfer of crowd energy from degperate gambling to anger 
against the government ani "speculators." Irving Fisher, in discussing the 
many causes assigned for the 1929 disaster, recited the following quotations 
which originated after the suddenly rich became the suddenly poor: 


Senator Glass blames the "stock gamblers.” 


Congressman Clyde Kelly blames “this nation-wide gambling 
house which is called the New York Stock Exchange." 


Senator Robinson of Arkansas blames President Hoover, Secre- 
tary Mellon and Ex-President Coolidge for their “unduly optimis- 
tic statements" about business conditions, which, he says, worked 
the country into a fever of speculation. 


The Reverend John Haynes Holmes holds the brokers and their 
unholy ways responsible. 
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The New York Times... excorlates the “nation-wide army 
of speculators, » . + nh6 


irving Lee said that: 


» +» « every expression of a man's relationship with a 
thing, person, or situation will involve some feeling to 
it, se feeling will be reflected or involved in what he 
Says. 


Lee describes the feeling which can be induced from a relationship as ap- 
proval, disapproval, or indifference. If approval results from some rela-~ 
tionship, the individual uses what Lee termed "halo" words to reflect his 
feelings; if disapproval results, the individual relies on wheat Lee called 
“stigma” words to project his feelings into his words. In the preceding 
. quotations from the 1929 stock market debacle, the sentiment of those quoted 
as regards the stock market crash certainly were reflected in their feelings 
of disapproval. In their choice of stigm words, we find speculators, 
brokers, ami the New York Stock Exchange equated with gamblers, gambling 
house, and wnholy ways. If the word "speculator”™ had not been classified 
as “bad” in the Tulipmenia of the 1600's and in the Bubbles of the 1700's, 
it was certainly classified as such in the Stock Market Mania of 1927-1929. 
Wendell Johnson noted that: 
e « » the wiy in which we classify something determines in 
large measure the way in which we react to it. We classify large- 


ly by maming. Having named something, we tend to eveluate it and 
so to react to it in terms of the mame we have given it. 





\STeving Fisher, The Stock Market Crash -- and After (New York: 
The Macmillan Company, 1930), pp. xiexii. 

y . 

Thee, p. 96. 

48 


Johnson, Pp e 263 





| 
——— ee oe ee r 


—_ = , oo 


—S & fee kem 0 ee) eee oe —_——) 
er tes omy coe << © ae 


a3 


If, through long experience, man has expressed his disapproval of various 
finencial crazes by venting his wrath on whatever he meant by “speculator,” 
and has classified the symbol "speculator” as bed, then by semantic inheri- 
tance there will be individuals within our society who, without experience 
or persomal relationships, will react to "speculetor" as connoting stigma. 
In short, speculators are bad because the word "specunlator” is bad. 


General. Semantics and the Speculator 


. « « man is at his best when he exercises the power of 
reason. To the extent that he is unreasonable —=a creature 
of impulse, of prejudice, or rationalizations -~— he passes 
judgments and performs act Lene that do not comport with the 
realities of his environmment.*9 


In these words of Overstreet, does the judgment that “speculator" is 
bad comport with reality? Irving lee said: 
There is nothing intrinsic in a word that mkes us use it for 


either approval or disapproval .... <A word has a ogee —or 
a halo-function only when somebody uses or takes it so. 


Therefore, the stigma of the speculator reflects only the attitudes of some 
individuals in our society who, by their semantic inheritance or personal 
experience, desire the word to reflect their disapproval. 

The general semanticist, however, recognizes "speculator" as a high- 


order abstraction; in its use, whether as a stigm or halo word, some 


overstrect, Tse Meture Mini, p. 105. 


Lee, Pe 97. 
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similarities of speculators have been abstracted while the differences 
have been ignored. ‘The term "speculator" to the general semanticist, 
- » « 48 a verbal tent somewhere up in the stratosphere 
ami can mean all sorts of things at lower levels, both good 
and bad. By itself, it means nothing. 
Both for the purposes of developing the differences in “speculator” 
at lower levels of abstraction and for using "speculator” as a halo word, 


let us consider some of the "good" associated with "speculator." 


Speculation performs necessary functions: 


1. It brings prices into line. 

2. It promotes stability of prices. 

3. It directs capital anto places where 
it is most useful. ? 


Speculation is a means of insurance against unescap- 
able risks.?3 


I have defined a speculator as a man who observes the 
future amd acts before it oecurs.o4 


Deliberate, planned speculation is, in my opinion, the 
best and safest method to improve one's chances of preserv- 
ing the purchasing power of capital or mintainingits con- 
stant convertibility into cash without loss.?? 





AStuart Chase, "Roadblocks to Understanding," Effective Communica- 
tion on the Job, ed. Joseph M. Dooker (New York: American Management 
Association, 1956), p. 56. 


7 eHodgson, vp. 29-30. 
P3yp1a., p. 29. 


Peis, , WOR 


toed, p. 113. 
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Anyone who is inclined to speculate should look at specm- 
lation as a business ami treat it as suck and not it 
as s. pure guable as sc mexy people are apt to do.” 


Socially, in fact, ing capitalistic cammnity, it is highly 
denirable that there should exist a large body of well-instructed 
speculators. 1! — 

Dus, from ancther viewpoint, “speculator"” is a helo word. 

The general. sewanticist is not concernei, however, with evaluating 
the word as either good or bed. Since "speculation in itself my do either 
good or harm" ne is comerned only with inguring that the emtive use of 
the symbol "specwiator," by others, does not cause him to react emtionsliy 
to the symbol. 

The general semntics approach is of significance to the investor, 
in his stock mrket activities. The meaning he assigns to “speculetor" ani 
“investor” will have a distinct effect on bis success in the stock market. 
If he evaluates the former as "bed" and the latter as "good,' the probability 
is great that he will miss investment opportunities which would produce the 
greatest return to those mot coneerned with the goodness and badness of 
symbols. Korzybeki said: 

Humanity is a peculiar class of life which, in sam 

Gegree, determines ite own destinies; therefore in prec- 


tieal life words ani ideas become facts ~~ fnets, more~- 59 
Over, which bring abouts “portant practical COMDOTHENCES . 





78 sense le Livermore, How to Trade in Stocks (New York: Dwell, 


Sloan, ami Pearce, 1940), p. 5. 
Tarens, Pp. l2. 
*risher, p. 238. 


?xornybski, Menhood of Humanity, p. 47. 
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Korzybski then gave the illustration of men who "have defined a stroke of 
lightning as being the ‘punishment of God' of evil men... ," yet other men 
have defined it as being simply an “electric spark." ‘The emotive concept of 
the first definition prevented men from taking any action when their homes 
were struck by lightning for "to do so would be against the ‘definition'." 
The practical consequence to these men was the loss of their homes. ‘The 
second, nonemotive definition had the practical consequence of men providing 
their homes with Lightning von 

The investor with a miltivalued, nonemotive viewpoint toward the 
symbols, "“speculator" and “investor,” enjoys the practical consequence of 
being free at any time to assume risk in his investments in any proportion 
and to any degree he judges to be correct. 





6p 4a., pp. 47-48. 





CHAPTER Til 
THE SEARCH FOR INVESTMENT INFORMATION 


The knowledge required for successful management of capital 
is commonly quite foreign to the average individual's everyday 
activities ... . it is imperative under these conditions that 
the investor have at least a realistic idea of the nature of 
his problem... . 


-~-Dowrie and Fuller 


We live in a world of words, which, when structured into sentences 
give us information which my be factual and relevant to our search for 
knowledge, or which may provide irrelevant or misleading information. 

The decision by an investor to take specific action in the stock 
market is based on his judgment of the information available to him. Whether 
his judgment is good or bad, it cannot "be better than the information on 
which it is founded. ne To be a successful investor implies gocd judgment 
Which, in turn, requires reliable information. The obtaining of accurate 
information, then, is the “very crux of successful investing."> 

The problems facing the investor in his search for reliable informa- 
tion are manifold. Initially, this chapter will consider the entropic 
characteristics of informational messages and the semantic noise barrier 


erected to distort these messages. In the latter part of the chapter, 





Inowrie and Fuller, p. 4. 
“Tid., p. 262. 


3Gilvert, p. 77. 
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specific examples of some of the problems encountered by the investor in 


his search for information and advice will be discussed. 


Semantic Entropy and Noise 
Claude Shannon stated that “the fundamental problem of communication 
is that of reproducing at one point either exactly or approximately a mes- 


4 Shannon approached this problem from the 


sage selected at another point.” 
viewpoint of the engineer concerned only with the technical aspects of in- 
creasing the probability of accuracy of electronic or electrical transmis- 
sion of communication symbols. The social scientist and Shannon's co- 
author, Warren Weaver, saw in Shannon's mathemtical theory of the engincer- 
ing aspects of communication a significance that transcended the pure tech- 
nical aspects of cebaihdetinth Weaver contended that there are three 
problem areas inherent in the broad subject of communication, rather than 
the single one implied in Shannon's writings. These three levels, according 
to Weaver, are: 
level A. How accurately can the symbols of 
communication be transmitted? 
(The technical problen.) 
Level B. How precisely do the transmitted symbols 
convey the desired meaning? 
(The semantic problen.) 
level, C. How effectively does the received meaning 


affect conduct in the desired wey? 7 
(fhe effectiveness problen.) 








‘e1ande BE. Shannon and Warren Weaver, The Meothematical Theory of Com- 
munication (Urbane, IL1.: The University of Illinois Press., i949), p. 3. 
z Chase, p. 16. 


ee and Weaver, p. 97. 


Trpia., p. 9. 
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Weaver's thesis, contrary to Shannon's contention that the ‘semantic 
aspects of commmication are irrelevant to the engineering problen, Wf is 
that “the theory of Level A is, at least to a significant degree, also a 
theory of Levels B and C."” Of significance to this paper is the relation- 
ships of the theory of Level A to Level B; level C is concerned with be- 
havior and thus is disregarded. 

If Weaver's thesis is correct, the entropy and noise concept applied 
by Shannon to the technical problem of accurate communication symbol trans- 
mission can be applied also to the semantic problem of conveying precise 
meaning from transmitter to receiver. 

Entropy is a measure of disorganization; it is the tendency of all 
closed systems in the universe to deteriorate and lose their distinctive-~ 
ness, to move from a state of organization and differentiation toward a 
state of chaos and sameness .-° In communication theory, Shannon and reer P 
and Norbert Wiener advance the idea that it is possible to treat messages as 
having an entropy as if they were systems within the wxtvexse.— Thus, any 


transmitted message tends toward entropy, i.e.; a message tends to lose in- 


« 
cd 


formation in the process of being transmitted and received. “As Stuart 
Chase said: 


Even the clearest message loses something in its journey, 
and entropy is the same for the loss. Entropy is the idea 





8 
ibid., p- 3 9bid., p. 98. 


1Onorbert Wiener, The Human Use of Human Be (Garden City, New 
York: Doubleday & Company, Inc., 1954), p. 12. 


1isnannon and Weaver, pp. 18-26, and pp. 103-106; and Wiener, p. 21. 
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that things are running down—like a watch... . And now, 
says Shannon, like messages. There is no auestion ahout 
entropy [in the accurate transmitting of communication 
symbols] and it probably operates .. . in the transfer of 
meaning. 

Semantic entropy, then, is the tendency for the meaning of a message 
to be lost as the message vasses from the source of information to its 
destination. 

Using human speech as an example, the communication line begins with 
an information source, the brain, prepared to send out a message. The mes- 
sage is sent to the transmitter, the vocal system which, in tura, transnmits 
the message by sound waves through the air. The listener's ear-——the 
receiver—receives the sound weaves and the message is transmitted to the 
listener's brain, the destination. The listener's brain then decodes and 
evaluates the message. Semantic entropy, in this case, would be the loss 
in the meaning of the message,as it progressed, from the meaning intended by 
the speaker to the meaning attached to the message by the listener. 

This illustration returns us to chapter I wherein the thought was 
expressed that, in commimicating, the individual transmitting and the in- 
 advidual receiving, were sharing frameworks of reference; and that each in- 
dividual involyed in the commnication process has his own specific framework 
ef reference, which is not the same as any other's. As Exton said: 

Every wan carries his own context with him. The past 

experience, and the character and intelligence and interests 


of each individual affect the on | lee real significance 
to him-of what he hears or reads. 





12 rhase, Power of Words, p. 19. 


13 Exton, p- 65. 






' 

soar” a il —_ 
to > om OG eee - °°‘ o— = «= ~~! oh 

‘ 





: 
te — — — + ele 
— —ee tie meme — << — me 

Oe oe ee ee 
ae ee le ee ee 


| pfs agente 













_ - s/s 

— me —_— m:, 
= ee | cee ont Fe 

—Shatneeeaass 

| 7 hw ote) et 

One oat 
ee 























=p 





_ => 


—" 
——— 





> 


4 


To this statement may be added the observation that the speaker of words, 
as well as the reader of words, attaches his own context to the words he 
selects to symbolize as to the meaning of his message. 

Thus the meaning of the message transmitted is not necessarily the 
meaning of the message received. This semantic entropy is the first prob- 
Lem faced by the investor when he attempts to derive meaning or reliable 
information from the intended meaning of the transmitter of the message pur- 
porting to contain informtion. 

The second problem of the investor in his search for accurate in- 
formation is the semantic "noise" which is interposed on the meaning of a 
message as it travels from speaker to listener. "Noise" is always mechan- 
ical in nature to the commmication engineer but Chase maintained that 
noise "should be expanded to cover ‘semantic noise,‘ or distortions of 


nh 


meaning not intended by the sender. This semantic noise can be likened 


to a barrier which is unconsciously erected by the listener which prevents 
him from receiving the meaning intended by the information source. Ami, ag 


Kirk put it, semantic noise is always present in the commmication process: 


A bugaboo of comamication is noise, a ghostly hand that 
claws at a message somewhere between source and destination, 
changing it into obvious nonsense or, what is worse, convert- 
ing it into another meaningful but entirely misleading message. 
Channels are never without some noise—. . . [such as] semantic 
noise 3 the neural network of a human being trying to under- 
stand. 





VW onese, Power of Words, p. 15. 


1535ohn R. Kirk, "“Commmication Theory ani Methods of Fixing Belief, 


e, h and Maturity, ed. Samel I. Hayakawa (New York: Harper 
% Brothers, Toshy, p. ils. 
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An example of a semantic noise barrier is found in Carl Rogers' 
discussion of the blocking of commuication: 
I would like to propose, as an hypothesis for considera~ 
tion, that the major barrier to mtual interpersonal commni- 
cation is our very natural tendency to judge, to evaluate, to 
approve or dj gapprove » the statement of the other person, or 
other group. 
Should the receiver's emotions be touched by the incoming message, his 
semantic noise barrier will be strengthened. As Carl Rogers contimed: 
Although the tendency to make evaluations is common in 
almost all interchanges of language, it is very mich heightened 
in those situations where feelings and emotions are deeply in- 
volved. So the stronger our feelings, the more likely it is 
that there will be no mitual element in the comnmication. 
There will be just two ideas, two feelings, two judgments, 
missing each other in psychological cme lit 
An example of the truth of the latter statement of Rogers can be 
found in the case of an investor who holds a stock which is depressed in 
market price under that paid by the investor. In spite of information 
which indicates the price of his stock will drop even more than it already 
has, the investor tenaciously holds his stock in the belief that it will 
come back to its original price level, and thus not require him to seli at 
@ loss. As the price of his stock contimes to decrease, the investor be~ 
comes "locked-in" his investment to the point where any belated decision to 
s€ll would cause a sizeable economic loss greatly out of proportion to that 


which would have been sustained had he originslly sold at a small loss. 





port R. Rogers, "Communication: Its Blocking and Its Facilita- 
tion,” Languege, So, and Maturity, ed. Sammel I. Hayakawa (New York: 
Harper & Brothers, 1954), p. 54. 


Witpsa., po. 54-55. 
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The investor's emotions, in this illustration, prevented him from thinking 
unpre judiced by his position in the stock. Eis sentiment against taking a 
loss, even though the loss initially would have been smll, prevented hin 
from making an unprejudiced assessment of his widen, The emotional 
feeling against taking a loss was further fortified by his equally emotional 
feeling that his stock would return, in time, to its original purchase 
price level. And well it might, but how long will the investor have his 
capitel "frozen" in an unprofitable investment? Would not the investor have 
protected his capital better had he initially sold his stock, taken ea small 
capital loss, and reinvested in a stock that held promise for capital gain 
in the immediate rather than in the indefinite future? 
The semantic noise barrier is not erected by the investor alone. 
His informational source my well induce semantic noise in the communication 
line in the same manner as the investor himself. The investor, then, mst 
constantly be on guard against accepting as fact, that which is not fact. | 
As Stuart Chase stated the problem, one of the roadblocks to understanding 
“is the confusion of facts with inferences or opinions or value judgments. nt 
To be noted at this point is the distinction which has been drawn 
between semantic entropy and semantic noise. The distinction is artificiel 
in the sense that semantic noise is one of the causes of semantic entropy, 
i.e., it is a part of the whole. The distinction has been drawn to empha- 
size what is considered to be the two-fold mature of many of the informe- 


tional problems facing the investor: / 





8 
¥ Loeb, p. 105. 


stuart Chase, “Roadblocks to Understanding," Effective Communica- 
tion on the Job, ed. M. Joseph Dooker (New York: American Management Asso- 


ciation, 1956), p. 53. 
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1. The reception of investment information with the same meaning 
attached by the receiver to the words of the message as in- 
tended by the transmitter. 

2. The reception of investment information devoid of emotional 
reactions by the investor and screened by the investor to 
separate the facts from the opinions, emotions, and judg- 


ments of the transmitter. 


Froblems Encountered in the Search for 
Information and Advice 


"Information" is a symbol which stands for the content of what an 
individual exchanges with the outer world as the individual adjusts to that 
world and makes his adjustment felt upon hoe Since an individual's per- 
sonal experiences are limited to his day-to-day sphere of activity, he mst 
of necessity turn to others for the bulk of his contact with the world out- 
side the reach of his first-hand information. Mass media such as newspapers, 
periodicals, radio, and television provide the maximum of the individual's 
information of his outside world. 

The daily newspaper, from the standpoint of volume and area of 
coverage, is pre-eminent among the mss media as a source of information. 
As important as the newspaper is in shaping our concept of the outside 
world, it mst be recognized as the product of a highly developed abstrac- 
tive process. 

As an example of this abstractive process, assume that an event 


eceurs which is observed by a reporter. The reporter culls from all his 
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observations of the event those events which he feels are most representa- 
tive. When he telephones his story in to the rewrite man, he relates what 
he believes to be the most significant facts concerning the event. At this 
stage in the development of a newspaper report of an event, we should recog- 
nize that the reporter has performed an abstraction; he has not told "all" 
of the event, he has told only part of it. From chapter I we know that he 
cannot tell all even if he desired to do so; further, since he has evaluated 
his observations of the event, wnat he selects as being most pertinent and 
meaningful may not necessarily be most meaningful to others. 

The rewrite man selects certain of the facts and inferences of the 
reporter as being those which, in his judgment, will best tell a story of the 
event. After completing his rewrite of the reporter's story and simltane- 
ously moving the nevs wp another rung in the abstraction ladder, the story 
goes to the copy desk where it may well be shortened in the process of being 
checked for accuracy, ctc. 

Upon completion of these ascents up the abstraction ladder, the 
story, if it involves “policy,” goes to amy number of editors, who, in turn, 
add the editorial viewpoint to the story. The story which, even at its in- 
ception, bore slight resemblance to reality, has now gone through even 
higher levels of evettetti0nd, coupled with inferences drawn from fact and 
includes the value judgnent of nonobservers—the editors—which have been 
edded for good measure. The surviving remmants of the original story are now 
subjected to the speciel brand of abstracting practiced by the make-up editor. 

The make-up editor determines the allowable length of the story, where 
it shall be placed in the newspaper, and the kind of headiine to use. When 
finally transformed into type, the story may be forced to yield to yet one 


more abstraction at the hands of the pressroom worker who throws out a few 
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lines of type if the copy will not fit into the allotted space. mis 
mystical newspaper story has passed through a continuous process of ab- 


straction. The facts have been distilled into the final easily read news- 


| 
| 
paper shadow story of the event. As Stuart Chase said when discussing the 
liabilities of mass media, "Knowledge when permitted to come through is 
packaged in easy capsules, to be swallowed at a eupe* 
Perhaps this is too harsh an indictment of newspapers; possibly the 
favit rests in the attitude of the readers: "Says John Hersey with a fine 
irony: ‘If we must read, we demand brevity, generous typography, mean para- 
graphs, philosophy that has been run through ea chewing machine and been 
eased with editorial pepsin and bile. rne3 Regardless of where the blame | 
does or should rest, the fact remains that the flow of information from 
event to published story is not free of distortion and omissions. The news- 
paper, as a specific element of our communication process, is no exception 
to the observation of H. A. Overstreet that “in no area of our maturity 
» e » is arrested development more commonplace than in the area of 
communication. nel 
At this point one may well ask, What has this discussion of the , 
daily newspaper to do with the stock market? The answer is that the public 


has been estimated to receive as mich as 90 percent of its financial 





©) owaid M. Schwartz, “General Semantics and the Reporter's Job," 


language, a and Maturity, ed. Sammel I. Hayakawa (New York: Harper 
& Brothers, 1954), p. 140. 


oe chase; Power of Words, p. 245. 


oases that; The Mature Mind, p. 54. | 


i ee ee 


re = iat «= —- 
<0 ome ome ee oe 
fue Cm at TA Gh ' tan =) oe — 

<i wee & he eet — 
ee en ee 





a 


information from daily newspapers .°” The fact that financial news is 
normally included in a special section of the newspaper, generally far 
removed from the front page, does not decrease its susceptibility to the 
abstractive process previously described. In fact, financial articles may 
well include more of the abstractive process than the conventional news 
story. In reporting on corporate financial events, for example, the re- 
porter or columnist rarely, if ever, experiences these events firsthand; 

in most cases his story stems from an abstraction prepared by a corporate 
official possessing more than a nodding acquaintance with the art of public 
relations. 

Not even the impersonal world of daily stock market statistics is 
capable of escaping the abstractive process of the newspaper writer. On 
any given trading day the action of but a handful of stocks is analyzed as 
if the interpretation of their action was all that was necessary to describe 
a day's activity in the stock market. All too often newspaper articles ex- 
pilaining market action are written by those who do not themselves know why 
the market acted as it did, but mist write something to fill space and at 
the same time make it sound pleusibie.-° 

The daily newspaper, although it may be the most popular source of 
financial information, is certainly not the only source of that information. 
The investor, whether novice or professional, will experience no difficulty 
in finding additional sources of information about either individual stocks 
or the stock market as a whole. As Clendenin said, "There is probably no 


other industry or type of business as abundantly supplied with trade 





a Douglas H. Bellemore, Investments—Principles, Practices and 
Analysis (New York: B. C. Forbes and Sons, Inc., 1953), p. Obl. 


rn1a.. p. 285. 
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literature as is the securities business."~! Examples of the diversity 

and volume of information may be found in any issue of The Wall Street Jour- 
nal or Barrons. As a specific example, the March 5, 1962 issue of Farron's 
carried a total of 46 advertisements for various kinds of information on 

the stock market and individual stocks. This was, of course, in addition 
to the articles and statistical information presented by this weekly's staff 
and guest writers on the same subject. 

Tne problem of the investor is not that of finding information; it 
is, rather, the problem of wading through the phletora of available infor- 
mation to find that which is meaningful and poeta. © The aspect of the 
abstractive process of this problem as followed in publishing a daily news- 
paper has already been considered. Tut the problem is even greater than 
that imposed by the process of abstracting. As examples, Dice and Eiteman 
pointed out some semantic noise barriers in their discussion of the art of 
reading the financial page: 

One must be on guard... every minute for propaganda, 

crowd psychology, deliberate deception, healf-truth, long-time 
news interpreted as representing the immediate situation, 
gossip, rumor, ill-advised opinion, and facts which appear 
adequate but in reality cover up facts of opposite import.°9 

Even this apparently all-inclusive list of pitfalls for the unwary 
investor needs at least one more consideration, that is, what is published 
is designed to be sold. As Overstreet pointed cut, in cur society knowl- 
edge is something to be sold, as a commodity, to as many people as possible. 


With this appreach, the standard governing the production cf knowledge is 
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“Tclendenin aie BO. 


eecuch, pp. 261-262. 


"Dice and Eiteman, p. 61. 
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tdende-G soles cppemle vather Maem? aceuracyoapdetitadday.°? "“Thedé aet 
surprising, under these conditions, that information ami misinformation 
reach the public in an undifferentiated mass... ost 

Success in differentiating between sources of meaningful informe- 
tion and misinformation does not come to the investor over night. > In 
fact, according to one successful broker-investor, G. M. Loeb, the majority 
of investors will never be capable of discriminating “between sources of 


valuable and sources of misleading informaticn. n33 


It is no wonder, then, 
that some investors seek help from an investment informational or advisory 
service. 

Investment informational or advisory services can generally be 
classified into two broad categories according to their reporting 
procedures: 

1. Those providing "facts as dispassionstely as possible, 

leaving all interpretations to the investor.” 

2. Those providing "an angi yeis which offers interpreta- 

tions and conclusions. 

Investment services in the first category require the investor to 
make his own interpretations of the dsta presented and to arrive at his cwn 
investment decisions, accordingly. Assuming the service presents reliable 


facts, this approach of the individual investor making his independent 








tewbt rect » the Mature Mind, p. i7l. 


Stipia. 
“Kamm, p. 121. 
S3ipeb, p. 53. 


3 Clendenin, p. 279. 
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aralysis and decision on the besis of the service's data will probably 
produce the most successful investor.~° 

Meany investors, however, realize from sad experience that they lack 
the qualifications and/or time to manage their cwm Seatipeersiton. 2° Hence, 
the fact that they have reliable, basic data on hand is meaningless. ‘The 
edvisory services of the second category—those that provide interpretations 
and conclusions—-will have an eppeal for such investors. "After all, it is 
easier to review the ccnclusions of others rether than to formulate one's 
—s nol 

Although there mey be a variety of reasons why an investor sub- 
scribes to an advisory service of the second category, most investors sub- 
scribe "in the expectetion of making speculetive or investment gains from 


3% 


its recommendations." Unfortunately for the expectations of the investor, 


The editors of the investment literature are not so 
infallible that their advice can be followed without hesi- 
tation. In fact, they do not agree with each other; two 
leading advisory services recently published their lists 
of the 100 best buys chosen from the same 3,200 stocks. 
Only 17 stocks appeared on both lists.39 


Alfred Crowles, after making two studies of financial services and 
publications, concluded that with rare exception they had an average record 


that was worse than that of the average common stock over the period 





2 Kamm, p. 122. 
36 pel lemore 1» Pe 305. 
3’o.endenin, p. 27. 


Bohn Schulz , Moe Trend & Velue Publications Prospectus (New York: 
WRSM Financial Service Corporation, 1961), p. 2. 


3%o.enienin » Pp» 279. 
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sumetea.”° Although note is taken of the word “average” in Crowles' 


conclusion, it would stili appear that the investor has a formidable task 
in selecting the proper investment service. The general semanticist will 
also "date" the services that bad outperformed the average stock—the 


successful service ), may not be the successful service, co: 


194 
The semanticist will also note that the words “conclusions” and 
"recommendations" were used as if synonymous in the two preceding para- 
% 
graphs. The distinction drawn between these two symbols by Schulz ** will 
ve of academic interest to semanticists and of possible profit-amdi-loss 
interest to the investor utilizing some form of investment service. 
Schulz pointed out that the conclusions presented by his invest-~ 
ment service are the: 
« « e« byproducts of the process of interpretation to which 
we subject the material-objective as weli as intangible—at 
our disposal. This material inevitably includes mmerous variables. 
its interpretation therefore becomes possible only oy the exer- 
cise of judgment, which means it is fallible... . he result- yo 
ing conclusions thus are the personal opinions of the interpreter. ~ 
Schulz added that these conclusions should not be trested as recommenda- 
tions by the sérvice subscribers. He pointed out that the conclusions of 
the service interpreters are valid only to the interpreters; that is, the 
interpreters conclude what they shoulddo on the besis of their judgment and 


interpretation. But the service cannot, 








4Ona fred Crowles, "Can Stock Market Forecasters Forecast?" 
Econometrica, July, 1933, pp. 323-324; and “Stock Merket Forecasting, " 
Econometrica, July-Octobver, 194k, p. 22h. 

41 


John Schulz is a "Point and Figure” technician, a stock market 
academician, ami an analyst for Wolfe & Company. 


§escmlz, Pp. 2. 
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» « « recommend what you should do, because we cannot know 
the mmerous additional considerations—many of them subjective 
and personal-~that you will have to superimpose on the conclu- 
sions of others in working toward your own decisions in specu- 
lations and investments.43 

In this excellent discourse by Schulz, the semanticist further 
sees the possibility of different frameworks of reference between trans- 
mitter and receiver and how semantic entropy can distort the meaning of the 
transmitter. And what is true anid possible in the case of the specific in- 
vestment service represented by John Schulz can also be true and possible in 
the case of any investment service. 

A final point should be considered in this brief examination of the 
category-2 advisory service, that is, those that interpret and provide 
conclusions. 

Statements are made from time-to-time by certain of the investment 
services about how they outperformed the market. ‘a It-would appear that 
an investor could solve ell his investment information problems if he sub- 
scribed to the service that gave evidence of the best past record, and if 
he faithfully followed its advice. But the truth of this hasty conclusion 


is subject to at least three conditions: 


1. That the investor is a "miVidionaire."'? 


2. That, if the investor is not a "millionaire," he 


can successfully superimpose his success ratio 








43 Ibid., p. 3. 

Wmhese are typically found in Parron's and The Wall Street Journal 
and normally stated relative to the performance of the Dow-Jones Industrial 
AVeTAGEe - 


ND The word “millionaire” is used as a symbol that the investor mst 
be of well-above average means; not as a precise quantitative measure. 





(in selecting stocks) on the success ratio of the in- 
vestment service and equal the performance of the 
Jatter. 
3. That the service is as successful in the future as 
it has peen in the past. 
Only the first two of these conditions will be discussed, as the third is 
considered to be obvious. For the discussion of the first two conditions, 
the investment service provided by Arnold Bernhard & Co., Inc., in its 
Value Line Investment Survey, is used as an example. 
The Value Line Investment Survey classifies securities on which it 
reports into five groups and according to four attributes je Group I is 
the "highest" group with respect to e specific attribute, and Group V is 


the “lowest:" ‘the attributes used by the service are: 


Ll. Quality 

2. Yield 

3. Rank for Market Performance Next le Months 

4. Rank for 3- to 5-year Appreciation Potentiality. 


Thus, a particular stock may be in Group I with respect to Quality, in 


Group III with respect to yield, and so on. For brevity in discussion, it 


is assumed that an investor is interested in only one attribute, say, "Rank 


for Market Performance Next l2 Months.” “T Therefore, cur mythical investor 








Schuster, 1959), Chapa. II through IV, pp. 30-140. 


Tone reader will recognize that this would not be done in actual- 
ity; the careful investor would consider ell four attributes. 


Pe aE D 


Oy -nold Bernhard, The Evaluation of Common Stocks (New York: Simon 
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will be concerned only with the stocks rated in Group I with respect to 
that one attribute--those having the “highest” probability of favorable 
market performance in the next year. 

The investor's first difficulty with this service will be en- 
countered when he finds that there are approximately 160 stocks in Group 1.8 
How does he select, out of 160 stocks, the mumber that he is capable of 
buying? As Bernhard was careful to point out, records of his service's 
performance are based on the average price performance of the entire group 
and "does not refer to the performance of every single stock in the group,” 
nor does it "imply that every stock in Group I outperformed every stock in 
Group II, and so on down the line." Therefore, unless the investor is 
a "millionaire," how does he my 160 stocks to insure that he will have the 
same measure of success as the average of Group I 

This question is not overlooked by Bernhard. Acknowledging the in- 
possibility of purchasing such a substantial mimber of stocks, he stated 
thet the investor should diversify sufficiently to hold a representative 
sample and he gave 20 stocks as being a good estimate of the munber required 
to insure about the same performance as the Group average.” “ The point that 
the purchase of 20 stocks does or does not require funds above the means of 
the "average" investor will not be argued. But Mr. Bernhard, whose entire 
pasis for his ratings is that of statistics,°* should be reminded that as a 





Brosa., p-. 122. The figure of 160 is the figure quoted in 
Bernhard's book. The mumber may have changed. 


"Sty. 
rpia., Ppp. 129-130. 


PAtne word "statistics" is used in its singular sense. 
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statistician, he has minimized the fact that he is asking his subscribers 
to take a probability of a probebility; that is, the subscribers are asked 
to superimpose their success ratio in selecting from Bernbard's 160 stocks 
on Bernhard's success ratio in selecting from the totel of stocks under his 
review. 

For purposes of illustrating the investor's problem of taking a 
probability of a probability, let us assume that Bernhard's success ratio 
has been 70 percent and that this ratio will contime. He therefore has a 
-7 probability of being right in his stock ratings. With approximtely 160 
stocks in Group I, he will be "right" to some degree on 112 of these stocks 
and "wrong" to some degree on the remaining 43. Assuming that our investor 
is going to diversify and has sufficient funds to purchase 20 of the total 
of 160 stocks in Group I, what is his probability of maintaining Bernhard's 
-7 probability of being right? The investor may be so fortunate as to 
select 20 of the 112 stocks that are going to be "right." In this event, 
his success ratio is 100 percent and he has outperformed Bernhard. But the 
investor may be highly unfortunate and select 20 of the 48 stocks that 
prove to be “wrong.” Certainly there is more probability of selecting 20 
out of the ll2 good stocks than there is the probability of selecting 20 
out of the 48 “bad" stocks, but there still remains some degree of risk 
that the investor will implement a larger percentage of incorrect selec- 
tions than correct ones; in fact, regardless of how small it my be, there 
is always the probability that all 20 of the investor's selections from 
the 160 available will be "bad." 

Although an investment service may provide better results for an 
investor than an investor my be capable of himself, it is not the 
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philosopher's stone which can magically transform poverty into 


riches. 9 








? “Baruch » p- O4, with apologies for the freedam taken with his 


words. 
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CHAPTER IV 
STOCK MARKET FORECASTING 


« « » he was seized with a prophetic ecstasy; he 
danced with wild abandon, sang, jabbered inarticulate 
sounds, and foretold future events.+ 


--Manly Palmer Hall 


Premise and Arguments 


Even though an investor is one of the select few who 
is capable of developing reliable information, he still 
has the problem of determining the market significance of 
his reliable information.“ 


In short, the investor mist assemble facts and then make inferences from 


these facts. A simplified example of this process can be given as follows: 


Fact; Corporation ABC's earnings for the fiscal 
year just ended are double those of the 
previous fiscal year. 

Inference: The market price of ABC's stock will 


rise. 


The fact cf the earnings increase is verifiable at the instant the fact is 


stated or known. But the intangible of the inference is not verifiable, in 


the sense used here, at the instant of completion of the mental process by 


Lemans P. Hall, The Secret Teachings of All s (9th ed.; 
Los Angeles: The Philosophical Research Society Press, 1947), p. 62. 


“Loeb, Pp. 53. 
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which it is made. The inference is verifiable only in the future when, 

in retrospect, the increase in the market price of ABC's stock proves that 
the inference was correct. Or the decrease in the market price of ABC's 
stock shows that the inference was wrong. 

Whether or not the investor mekes a correct decision to purchase 
or not to purchase ABC's stock, depends upon the value of his inference 
drawn from the verifiable fact. —_ his inference, as used here, is 
concerned with the future, the investor's inference becomes a forecast of 


the future. 


Premise: With few exceptions, e.g., the sale of stocks to settle 
an estate, the decision to buy, sell, or hold a stock, or do nothing, is 
based on a forecast thet the market price of a stock is going up, down, 
or will hold its present price. 

At least three objections to this brosd statement can be advanced 
immediately. One argument against this premise would be the citing of an 
investor who invests in stock for the sole purvose of drawing income from 
dividends and who makes no effort to forecast the future price of his 
stock. If such an investor actually exists, he will either te "lucky" or 
els@ unsuccessful in his stock market operations. And this is said in the 
strongest sense of the Aristotelian either-or orientation. 

If, efter purchasing a stock, this dividend-only oriented investor 
decides to sell because of necessity or desire, he will be lucky if the 
sales price of his stock, plus dividends received, is no less than the 
original cost price of the stock, plus the loss or minus the gain in pur- 
chasing power of his invested funds, plus the income tax on dividends re- 
celved and all charges for both the purchase and sale of his stock. He will 
ve lucky in the sense that, as stock prices are always changing, he happen- 
ed to sell at just the right time. 









—_ e e °° = «-- 





c= — « haem « . 
—— 

ee L 
; Eee es ee oe Cee 
1 eg et nell ae 


6 eee 0 ee cee’ 4 ee 










ee eo es’, 


© oa— 4 + et) Oe wih oe ——-— 3 —_ams 
me yp ed Se 6 8 BE rrr et ee ome Foe 












-@ — = 

Pe et eee ee ee 
rr aT er +. _—_-—_— ‘ 
on (ee. Se 
eee SS ~~~ 
oe ee ae emer 
| — a oe 












a9 


He has been unsuccessful if the sales price of his stock, plus 
dividends received, is less than the original cost price of the stock, plus 
the loss or mimus the gain in purchasing power of his invested funds, plus 
the income tax on dividends received and all charges for both the purchase 
and sale of his stock. 

The second argument against —_ premise would be advanced by the 
investor who purchases stock for either dividend income or capital appre- 
ciation, or both, based on the upward secular trend of stock prices. His 
argument would be that he is not required to forecast because stock prices 
have been advancing in a long-term upward trend at the rate of approximately 
3-1/4% per year. Therefore, all he has to do is invest in quality stocks 
and “let his money ride.” In the long run, he will be successful and will 
never be concerned with forecasting. 

As a matter of fact, this investor has made at least two stock 
market forecasts in advancing his argument. By relying on the secular 
trend to insure that stock prices, in the long run, will go up, he has 
rendered a forecast; that is, he has made a forecast based on past action. 
By asserting his capability of picking quality stocks, he mst be fore- 
casting that, in the indefinite future, the price of these stocks will not 
go down or, if they do go down, they will eventually come back up to a point 
at least equalling their purchase price. 

And this investor shculd also realize that he is forecasting that 
he has patience and, further, that he can maintain an unemotional attitude 
toward market price fluctuations. Certainly the investor who purchased 





3pice and Eiteman, pp. 233-234. 
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stocks at or near the high of the Dow-Jones Industrial Average in 1929 
had to exercise considerable patience and an unemotional attitude as he 
waited a quarter of a century for the Industrial Average to return to the 
point where it was when he made his purchases. 

The third argument against the premise can be raised by citing 
the various formila plans that promise stock market profit without fore- 
casting. An excellent example of the absurdity of this belief is found 
in a book with the appropriate title, Stock Market Profit without Fore- 
casting. * In the introduction to this book, the author, Edgar Genstein, 
stated: “Forma plans involve no forecasting .. ," and two sentences 
later, ". . . it is implicitly assumed by any formula plan that there will 
be substantial upward and downward movements in stock prices in the future, 
just as there has been in the past.” Is not the implicit assumption of 
the future a forecast of the future? 

Possibly the equating of an implicit assumption with a forecast is 
too temous to prove the absurdity. Not temuous, however, are the "buy" 
and "sell” signals given by the author's formla sui” First, singling 
out the author's “buy” signal for scrutiny, what is a “buy” signal other 
than a recommendation to buy a stock? And why buy if the stock price is 
not expected to rise? Does it not follow that a “buy” signal is a forecast 
of rising prices? Second, when does the investor following Genstein's 


formula sell? He selis when the forma gives the “sell” signal. And, 





—— S. Genstein, Stock Market Profit without Forecast 
(larchmont, New York: American Research Council, 1956). 
Tid., pp. 2-3. 


Orpia., pp. 24-63. 


-—, ¢ teat ieee Geese = a = = a1 Pwr 
En edie ee ay 
we ee OO ees Cer eee ee eS 

i 7! om ong 

tears ene —— Ee ah 9 


Se ae, el ee fee! pet OS 
py — ee oem, 













a lO 
——_— = dae" 


oem MA oy 
ba 









ay 


(_— 2 @¢ <> € ap 
——- <a, 







61 


according to the author, his nonforecasting formula gives the signal to 
sell when stocks are over-priced; in other words, when stock prices can be 
expected to drop. Is this not forecasting? 

Genstein's formula does not hely the investor select e particular 
stoci—the formula determines only the time to buy end sell based solely on 
the market as measured by the Dow-Jones Industrial Average. ! The investor 
thus retains the residue. problem of determining what stock should be 
bought after Genstein's formula says "buy." And the problem of determining 
the stock to be bought takes us back to the beginning where the investor, 
whether be likes it or not, has to make a forecast. 

Completion of this side-excursicn brings us back to the original 
premise that, with few exceptions, the investor bases his investment de- 


cisions on a forecast. 


Iwo Aspects of Stock Merket Forecasts 

Whether the tnvestor makes his own forecasts or relies on the fore- 
casts of others, he is confronted with the fact that these predictions deal 
with probabilities on two variable plenes, that is, "price" and "tdme. "© 
The first, price, is concerned with forecasting that the price of a stock 
or the value of a mrket index is going up, down, or will hold relatively 
steady. A price forecast may involve setting a definite price goal or it 
May ve given in broader terms, which is more common, that the price is going 
up or down but with no definite quantitative measure of the price movement 


being given. ‘The second variable, time, is nebulous and is rerely 


ee 





Itpia. > Dp. 24-63, One exception pointed out by Genstein where his 
formula worked with an individual stock was in the case of the American 
Telephone and Telegraph. 


8 
Schulz, p. 3. 





- 
= ‘(= ; ‘* ee 










<< oer ce | — a om <a 
a oe Sime 
"ane @ | ———_/ om = — 
e i. dieu den - eh ee SE Se + 
hae” \elind \ — <_ -_— «es -_ —_ 
; Om meee» - ———EE—_ = - 









EE ——EEE—E EE oie 


———— —— * = == —_— @ 










ee 
, —Es eet — — eee ee ee rll ee 








- 









a= t «= 

















= 


- me Geet oni od o@ Be & <= ¢ + oa. 
_—— 8 pee ee et 
hs eye ae 
ee ee tated 


» & 


a 




















62 


identified when considering stock market forecasts; in fact, it is rarely 
referred to. If, for example, a definite price goal is forecast for a 
stock, it is common for the forecaster to ignore the time when this price 
goal should be reached. Or, if the price forecast is given in nonquantite~ 
tive terms, no forecast is given for the period of time within which the 
price movement is expected. 

The nebulous character of "time" when applied to stock market fore- 
casting was well brought out by Daniel Seligman in his series ON personal 
investing in Fortune.” Seligman, in discussing point end figure chartists, 
brought up the question of how long should a prediction remain unfulfilled 


before the forecaster should acknowledge that he was wrong. Edmund taber1?° 


answered, ". . . no time limit could be put on a target's fulfillmen gt 
Seligman contimued: 
Sehuz is especially mysterious on this subject. "Price 
targets," he has written, “may generelly be presumed to inply 
a degree of probability that the price level they identify will, 
in due course, be reached. ''13 
To paraphrase Seligman, all we have to do now is define “due course." 
Vackay, writing about the prophecies of Nostradems, made an ob- 


servation pertinent to the "time" aspect of stock market forecasting: 





Mpaniel Seligman, "The Mystique of Point and Figure," Fortune, 
March, 1962, p. 113. _—" 

10hamund Tabell is head of institutional research for, and a partner 
of, Walston & Co. His weekly market letter has a circulation of 30,000. 


Lceligmen, p. 113. 


1@see reference to Schulz in Chap. III, supra. 
l3seiteman, p. 113. 
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63 
(The prophecies of Nostradems] take so great a latitude, 
both es to time and space, that they are almost sure to be 
“illed somewhere or other in the course of a few centuries. 
A little jugemi ty . « » might easily mke events to fit some 
of then. 
Mackay also discussed the English astrologer, Lilly, who attempted to con- 
vince the House of Commons that he had foretold the great fire of London. 
Lilly maintained that he had forecast the fire in his Monarchy or no Monarchy 
"in the form of an hieroglyphical plate representing on one side a large city 


in flenes—. ee : 


"Did you foresee the year of the fire?" said a member. 

"No" quoth Lilly, “nor was I desirous. Of that I mde 

no scrutiny. "15 

The element of time seems to be as mich a problem to our modern day 
stock market forecasters as to the prophets of old. In general, it is ig- 


nored now as it was centuries ago. 


Forecasting Methods 
Webulous as the time aspect of forecasting may be, it is still neces- 
sary that the investor, if he desires to be successful, attempt to determine 
the correct time to buy and sell. ‘There are many different methods in use 
for forecasting market and stock prices. ‘The two major classifications 
which include the majority of all methods, with the exception of those based 


on intuition and maven” are commonly referred to as the fundamental, 





Ua ckay > Dp. 2k7. . 


otpid., p. 2h5. 


16s 1e0n E. Wright, Forecasting for Profit (New York: B. C. Forbes 
and Sons Publishing Co., Inc., 1953), p. 102. Wright mentioned an occasion 
when he investigated an advisory service and found that its "recommendations 
were based on the movement of the planets.” | 
















oe io’! OR a ~? =, 

a oe Oe oe > « _ ain all 
aay gt. 2° aes abe Oammpene cae 
— - ah alien. — ; — . 


ed bs wee Ler ll! es ae tel tee ee ee 
Hi St- \iege ie -: i fa be a, 
ad 0 AD tment MP ted) Ne 
AE ape pet ce  petiment ae i, © 07) ae 












: ‘i. a 
. pee ( fee eet Ge ce st Omens oe oe” 
a, 








lan fale DLR cad ——— 


ao eens 
eS a , 


_——— = = 
—<—21fe 


pen > ye ay ees meal 


_ 














64 


17 


and the technical. The fundamentalists are investors “who try to foresee 


the future by analyzing financial and operating data about the company... . 
According to Edwards and Mages; 


The stock market fundamentalist depends on statistics. 
He examines the auditors' reports, the profit-and-loss 
statements, the quarterly balance sheets, the dividend 
records and policies of the companies whose shares he has 
under observation. He analyzes sales data, managerial 
ability, plant capacity, the competition. He turns to 
bank and treasury reports, production indexes, price sta- 
tistics amd crop forecasts to gauge the state of business 
in general, and reads the daily news carefully to arrive at 
an estimate of future business conditions. Taking all 
these things into account, he evaluates his stock; if it 
is a currently below his appraisal he regards it as 
@ buy. 


Tae technicians, on the other hand, are investors ‘who try to fore- 


see the future by analyzing the behavior of the stock itself. Technicians 


are usually chartists, .. Re Edwards and Magee, who are chartist- 


technicians, defined technical analysis as follows: 


The term technical in its applicetion to the stock mrket 
has come to have a very special meaning, quite different from 
its ordinary dictionary definition. It refers to the study of 
the action of the market itself as opposed to the study of the 
goods in which the market deals. Technical Analysis is the 
science of recording, usually in graphic form, the actual his- 
tory of trading (price changes, volume of transactions, etc.) 
in a certain stock or in "the averages” and then deducing from 
that pictured history the probable future trend. 





8 
~ Seligman, p. 113. 
Wrawards and Magee, p. 3. 


20 
Seligman, p. 113. 


21. 


1 Topecnas and Magee, p. 3. 
Edwards and Magee, p. 5. 
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As might be expected from the stated definitions of fundamentalist 
and technician, there have developed two opposing schools of thought as to 
which is the correct or best method to use. In reading the literature, it 
seems as though one is re-reading the arguments for and against speculating 
and investing. Dice and Eiteman, for example, pointed out that the most 
successful investors are those who follow the fundamental approach. 
Edwards and Magee disagreed aml pointed out that the charts of the techni- 
cian "are far more prescient than the best informed and most shrewd...” 
of the fundamentalists.~> 

The technicians and the fundamentalists, however, cut across the 
boundaries of the speculator-investor controversy. For example, Bernard 
Paruch, a speculator, used the fundemental approach to his inivestwents. >" 
G. M. Loeb, another speculator, uses the technical approach to his stock 
market operations » 

Also similar to the speculator-investor controversy is the "bad~-good" 
word connotation for technician-fundamentalist. As Scmilz pointed out, 
fundamental analysis “has attained a certain academic standing, while tech- 
Mical analysis has not... 26 A possible explanation for the attachment 


of a stigma connotation to "technician" is given by Seligman: 
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ee hrce ami Eiteman, pp. 226-227. 


oshawards and Magee, p. 6. 
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A chartist is, to begin with, e technician... . Chart- 
ing was generally in bad odor during the 1920's and early 
1930's. It was associated with stock manipulations-~--i.¢., the 
manipulators kept charts of price and volume activity, looking 
for ways to control the prices of stocks on minimal investments; 
at the same time a few traders tried to use charts in en effort 
to detect manipulations. Aside from these shady connotations, 
there was always a wi deep ead. suspicion that the chartists 
were all a little crazy. 

Over the years, however, "the charting of stocks, once a recondite 
art practiced only by a few Wall Streeters, is becoming the recondite pre- 
occupation of masses of investors. 128 Apparently the acceptance of the tech- 
nician and his charting approach by greater mubers of nonprofessional in- 
vestors has erased mich of the original stigma. This change was attested to 
py Seligman when he said: "It is apparent that charting has now become 
respectable. ned 

The miltivelued approach to the symbols, “technician” and "funde- 
mentelist," recognizes that both deal with certain variables and intangibles 
that are inherent in any type of forecasting. Both deal with probabilities 
and both require inferences to be drawn from information which, hopefuliy, 
is free of semantic noise and has not suffered from semantic entropy. The 
general semanticist recognizes that neither approach to forecasting “can ever 
achieve complete success . . ,#30 As Schulz said: 


There are... aspects of technical analysis with which 
fundamental analysis cannot compete, just as there are aspects 





“Inentel sel , "Playing the Market with Charts," Fortune, 
February, 1962, p. 116. 
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of fundamental analysis into which the technicsal approach can- 
not penetrate. There is thus every reason for supplementing 
the one approach with the other, and no reason whatever to use 
either of them to the exclusion of the other as the sole basis 
for decisions in investment and speculation. + 


Attitude Toward Forecasting 

The perfect forecaster would have to know all there was to know 
about ea particular stock. But as indicated in chapter I, no one can know 
ell about anything. The investor, therefore, should not waste either his 
time or money in searching for the perfect forecasting method, for none 
exists. 

Peter Drucker, in discussing management decision-making, made a 
statement which directly applies to the investor mking an investment de- 
cision based on a forecast where all is not known and never will be known: 

The manager [investor] will never be able to get all the 

facts he should have. Most decisions have to be based on in- 
complete knowledge--. . . . To make a sound decision, it is 
not necessary to have all the facts; but it is necessary to 
know what information is lacking in order to judge how mich of 
a risk the decision involves. 34 

The investor mist be aware of the abstractive neture of a forecast. 
Since he cannot, nor can anyone else, know all there is to know about a 
stock, what he does know is an abstraction from the total of reality. The 
parts of the whole that have been neglected in the investor's abstractive 
process may well have as great an effect on his forecast as those parts 


abstracted. 33 





J ipid. 


peter ¥. Drucker, The Practice of Management (New York: Harper & 
Brothers, 1954). 


shee, p. 64. 
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Another problem involved in the abstractive process of forecasting 
wes stated by Wright: 

The time spent studying abstract situations involving many 

variables may produce a state of mind in which many answers 
may be conceived to almost any problem--there being no single 
choice upon which action can be taken. Anything becomes pos~ 
sible, and nothing is probable. 3% 

The investor should further attempt to separate himself from emo- 
tional reactions when attempting to forecast stock price movements. As 
Baruch said: 

My years in Wall Street .. . became one long course of 

education in human nature. Nearly always the problem that 
arose in the Stock Exchange .. . was how to disentangle the 


impersonal facts of a situation from the elements of mumn 
psychology which came with these facts.3> 


This separation of the investor from his emotions is a worthy objective, but 
for the average investor it is virtually impossible. In discussing the 
weathervane type of advisory service that fluctuates in its advice in keep- 
ing with current conditions, Kamm observed: 
- « « this same variation in philosophy is typical of 

the average investor. When things look pessimistic, he 

feels that way. When conditions look optimistic, he feels 

optimistic.3 
In short, the forecaster-investor "possesses only human images and concepts 


- » « » His knowledge is an ideal figment... dramtized by his private 





iidhe, ». 6. 


3*zaruch, p. ix. 


ram, p. 126. 
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uot In view of these obstacles to forecasting, it is no wonder 


passions. 
that one attitude toward predicting stock prices is that of simply dis- 
regarding forecasting and forecasters “on the ground that no prophet can 
be ‘completely certain,’ .. 7B But the more desirable attitude for the 
investor is that stated by Wright: 
A second attitude implies... a recognition that the 

fallibility of prophets is not something umisual,... A 

full consciousness on our part that prophets... abstract 

from the totality will prevent despair and cynicism on the 

one hand and disappointment on the other. Prophecies mst 

be looked upon not as infellible truths but as Rossii 

guides and hints of what probably will happen. 
The investor mist assume that every forecast contains an error. The 


important consideration is not that the forecast contains on error, but 


"the magnitude and direction of the iat 


3Tsantayana, Dominations and Powers, p. 188. 
38 Wright, p. 65. 
37 rpia. 
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CHAPTER ¥ 
STOCK MARKET SUCCESS 


Many have the greed but not the talent. 


~-Unknown 


What is Success in the Stock Market? 

The Aristotelian dichotomy recognizes man as being either a success 
or a failure. But man my succeed in one endeavor and fail in another. 
What, then, is he, a success or a failure’? 

If man strives for success in the absolute, Aristotelian two-valued 
sense, it will forever elude him. It eludes him, as Wendell Johnson pointed 
out, because absolute success does not exist-—"it is a verbal mirege.”" 

What he seeks to escape is an absolute failure, what he 

anxiously pursues is an absolute success—and they do not exist 
outside his aching head. What he does in fact achieve is a 
series of relative successes; and these are all that he, these 
are all that anyone, can ever achieve. 

As we strive to go, from what can be referred to generally as 
“failure," to something else which can be evaluated as "success," the crucial 
point, according to Johnson, is "that one which we agree to recognize as the 


point of transition—the point at which we leave failure and enter successs 





1 sonnson, pp. 5-6. 


70 





Neeeee eee errr e reer eee errr eee eee 


721 


Unless such a point can be recognized, we are denied the 
experience of believing that we have reached our destination, 
that we have achieved "success." And until we can believe 
that we have achieved "success," we contime to assume thet 
we have not achieved it—we continue to experience "failure." 
Under such circumstances we feel frustrated, and, eventually, 
distraught. 

The non-Aristotelian investor recognizes that he cannot always be 
right in his stock investments. He hopes to be right more often than he is 
wrong. But if he fails to cut his losses when he has made a wrong stock 
selection and fails to let his profits ride when he has mde a right stock 
selection, he can be successful in terms of selecting more right stocks than 
wrong and yet be a failure in terns of money Lost.> Thus, we can conclude 
that, while it is desirable for an investor to have as his goal the selec- 
tion of more right stocks than wrong stocks, for this gives a greater 
probability of success, financial success does not necessarily follow from 
stock selection success. 

It thus appears that the failure-success transition point of Johnson, 
when applied to the stock market, is that point where the investor is capable 
of maintaining the purchasing power of his funds. If the investor camnot 
maintain the purchasing power of his funds, he is a failure. If he main- 
talns or betters the purchasing power of his funds, he is a success. It is 


not sufficient to measure success in terms of munbers of dollars, as was 


well illustrated by Frank Vanderlip: 





“Thid., pp. 4-5. 


3 
Edwards and Magee, pp. 420-421; Livermore, pp. 11-13; and Loeb 
pp. 103-108; 118-119; and 123. ‘ i i 
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[Vanderlip] showed that if an investor had placed $1,000 
in a savings bank in 1900 and had allowed it to accumulate 
at compound interest, he would have had $2,000 in 1920. How- 
ever according to Mr. Vanderlip's calculations, the investor 
would have had to add from his pocket another $1,000 in order 
to buy exactly as many goods as he could have purchased dur- 
ing 1900 with the original $1,000 deposit.” 


To which may be added Loeb's comment concerning the difficulty in maintain- 


ing purchasing power: 


« + « Should some super-solvent agency agree to preserve 
the buying power of capital for a substantial length of time 
ata stated fee per anmm, informed people would embrace the 
plan enthusiastically if they felt there was any real possi- 
bility of the agency steying solvent.? 


The Obstacle to Stock Market Riches 

Most books written on the subject of the stock market offer the 
reader a list of principles or rules, or advance a plan or a theory on how 
to — Since none of these are particularly difficult to umerstand, 
then why the paucity of investors who have become wealthy due to their stock 
market activities? Perhaps some plausible reasons why all stock investors 
are not wealthy are contained in this statement by Kamm: 

Success in the stock market requires knowledge and ex- 

perience and both of these come slowly. When once acquired 


and combined with certain requisite personal characteristics 7 
they open the way to material increases in income and wealth. 





iret A. Vanderlip, Saturday Evening Post, Jamary, 1933; quoted 
from Loeb, p. 19. 


Loeb, p. 19. 


es, by no means all-inclusive, include: Angas, pp. 5-6; 
Baruch, p. 254; Bellemore, pp. 393-410; Clendenin, pp. 662-663; Dice and 
Enteman, pp. 424-434; Dowrie and Fuller, pp. 587-589; Kamm, pp. 65-89; 
Livermore, pp. 81-90; and Loeb, p. 116. 


Tem, yp. 4. 
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Karm wade three points in his statement: 
1. ‘The investor mist possess knowledge. 
2. The investor mst have experience. 
3. The preceding two mist be combined with 


certain requisite personal characteristics. 


It is the writer's thesis that the primary reason why there are so few 
wealthy stock market investors is that, while the first two of Kamm's re- 
quirements for success can be acquired, the third cannot. We my assume 
that intelligence and knowledge can be acquired; that even a small amount 
of capital, stock market experience can be acquired; but as for the third 
point, 
- » » making money in the market demands a lot of "genius" 
or "flair." No amount of study or practice can make one suc- 


cessful in the handling of capital if one really is not cut out 
for it. 


To which should be added the following statement by Humphrey Neill: 


Money-making is a mental characteristic. It is my personal 
belief that it is an exceedingly difficult art to acquire; that, 
imieed, one is born with it. You have an acquisitive nature 
(I believe), or you haven't... . Education has little or 
nothing to do with the money-making characteristic. 


Is the fleir of Iced or Neill's premise of the existence ofa 
“money-mind" so alien to our way of thinking? ‘This is doubted, fora”... 
key value in ovr culture is the belief that each individual is endowed with 
certain unique gifts, talents, and potentialities .. ."7° 


© ap, pe 14. 





} 


Heeger day B. Neill, The Art of Cont Thinking (Caldwell, Idaho: 
The Caxton Printers, Ltd., 1956), p. 105. 
~~ A. Ohmann, "Search for a Managerial Philosophy,” Harvard 


Business Review, September-October, 1957, p. +7. 
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Overstreet, in propounding his mturity concept, stated that one 
"Insight of modern psychology is the idea of individual uniqueness.” If 
an investor does not possess the unique characteristic of what has been 
termed a "money-mind," and is, consequently, unsuccessful on the stock 
market, 

» « « he may blame himself for the low level of his accom 

Plishment or his persistent discontent; but not all his self- 


berating, nor even all his efforts to become more competent by 
further training, can make up for the original aptitude-lack.l2 


Conclusion 


Any way one looks at it, nothing is more difficult than 
succeeding in Wall Street, yet nothing is attempted by such 
poorly equipped people or is considered as easy.12 





loverstreet, The Mature Mind, pp. 32-33. 


12 eb, p. 15. 
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